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We Must Face The Truth About 
THE ASIA PROBLEM 


By Barbara Ward 


TT” days in which the opening up of 
new resources and the adjustment of 
old economies to new circumstances 
could be made by private movements 
of capital alone have to a large extent 
vanished. No one will deny that 
private investment which was res- 
ponsible for the opening up of the 
United States, of much of the British 
Commonwealth and South America 
and of parts of Asia itself achieved 
remarkable results and created for 
many long years an expanding world 
economy. But that expansion be- 
longs to that fortunate century during 
which the natural forces of uncon- 
trolled and unguided economic inter- 
est did really appear to be achieving 
not only the individual but the 
common good. The background was 
one of world-wide peace, of low tax- 
ation, of infinitesimal social respon- 
sibilities to workers or colonial peoples, 
to a general tradition of government 
non-intervention. In this open world 
through which the tides of wealth 
could ebb and flow almost unimpeded, 
private initiative could successfully 
bear the main responsibility for open- 
ing up the backward areas. 

Yet there was another side to the 
nineteenth century’s coin of expansion 
and prosperity—the fact of exploit- 


ation at home and abroad, the neglect 
of the masses, the irrationality of 
slump and boom, the despair bred of 
unemployment—in a word, the bitter 
underside of the prosperous Victorian 
world which Marx described, analysed 
and synthensized in the theory of 
Communist revolution that has ex- 
ploded and expanded through the 
world ever since. The reaction of the 
West to the darker aspects of the capit- 
alist achievement has been the growth 
of taxation, the greater distribution of 
profits through social and colonial 
welfare, the intervention by govern- 
ments to safeguard—by tariffs and 
quotas and controls—firms against 
bankruptcy and workers against un- 
employment and farmers and peasants 
against low prices. The reaction on 
the Marxist side has been to preach 
revolt to the workers at home and the 
colonial peoples abroad and to offer 
them liberation and bread if they will 
cast off their own masters or the colon- 
ial rulers from the West. These 
two reactions—Western and Marxist— 
have come together to make the old 
economic approach to the development 
of backward areas impracticable in our 
modern world. Too many controle 
and barriers and imposts introduced 
by western governments impede the 


From Policy for the West, Penguin Special, London, 1951 97 











98 THE ECONOMIC DIGEST 


free search for profits. Too many 
claims and hopes and rights demanded 
by the Asian peoples stand in the way 
of development by Western private 
enterprise. If no other driving power 
were harnessed to the economic ex- 
pansion of the East, some investments 
—for instance, in oil—would no doubt 
continue on a wide scale, producing 
genuinely commercial products. But 
the first needs of Asia—seed and fert- 
ilizer for the peasant, electricity for 
the land, roads, transport and public 
utilities (all of which, in earlier years, 
Western capital was ready to provide) 
would go by default. In a word, the 
old nineteenth-century indentification 
of economic and public interest has 
been disastrously weakened in the last 
thirty years. The yardstick of profit- 
ability alone no longer measures 
Asia’s needs or its potential growth. 


Economics not Enough 


From all this follows another reason 
why economics are not enough. The 
Western Powers do not face in Asia 
a normal peaceful scene waiting for 
orderly development. They face a 
battlefield in which a vast ideological 
struggle is being fought out--a war 
which is a war indeed even if it is still 
localized and may remain so. No one, 
however, fights a war by economic rule 
of thumb. We do not ask ourselves 
how many tanks or aircraft we can 
afford. We ask how many are needed 
to contain the enemy. Equally, in 
the mortally threatened continent of 
Asia, the only criteria to apply today 
are those of political warfare. What 
sort of assurance of aid will keep 
Pandit Nehru of India, Mr. Liaquat Ali 
Khan of Pakistan, Mr. Senanayke of 
Ceylon, Mr. Hatta of Indonesia, 
President Querino of the Phillipines 
upright on their feet against the cease- 
less pressure of Asian discontent and 
Communist propanganda? If these 
men knew that in framing their plans 


for economic development and social 
welfare they could count on an annual 
Western fund of assistance of a few 
billion dollars, is it not certain that 
their plans would be bolder, their 
assurance more steady, their confid- 
ence more serene? But what is the 
prospect before them now? Simply 
that Western aid is swallowed up 
whether in a Western arms programme 
or else in a Western slump. It is 
almost impossible for men in the West 
to realize what unstable partners they 
appear to the new independent rulers 
of Asia. Equally it is almost imposs- 
ible for them ro realize what an 
immense political consolidation could 
follow from a Western decision to 
announce and implement a fifty-year 
development programme for the free 
nations of Asia. 


We MUST afford it 


There will be many to say at this 
point, ‘But we cannot afford it.’ Leav- 
ing on one side, however, the question 
whether or not ‘afford’ is the right 
yardstick to apply to what is essentially 
a situation of warfare, one may say 
with certainty that the cost of an 
effective development plan is not 
exorbitant. Will any Western states- 
man declare that political peace in 
Asia is not worth—-what? One per 
cent. of the West’s combined national 
incomes? Such a sum—perhaps 4 
or 5 billion dollars—is already infinite- 
ly larger than any to which the free 
peoples of Asia have so far dared to 
aspire. It is also not much more than 
the old investment which, before the 
first world war, the industrial nations 
of Europe used to pump out into the 
outside world. Are our systems so 
much less productive today? Is our 
confidence so much more dim? 
A sum for Asian development far 
exceeding anything else that has been 
planned so far absorbs only a small part 
of the West's capacity to produce 
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wealth. The economics of aid are 
almost derisory compared with the 
burdens the West has easily borne 
over and over again in the past. 


West needs Prosperous Asia 


Unhappily this economic issue may 
fail even to be discussed at this stage. 
The whole issue is likely to go by 
default simply because no general 
acceptance of the need for expansion 
in Asia has yet made its way into 
current Western thought. The vision 
has not been kindled. The idea makes 
little claim on the imagination of the 
West. The result is all too likely to 
be the flat statement: ‘We cannot 
afford it’ and the need for an arma- 
ments programme makes such a reac- 
tion all the more probable. We have 
not yet the statesmanship to see that 
the two programmes are simply 
different facets of the same Western 
need—the need for strength. Let us 


suppose, however, that the Western 
Powers, do determine to flank their 
armament programme with bold pol- 
icies for maintaining social stability 
in Europe and for building up the 
economic potential of Asia. Such 
a decision would exorcize the worst 
political dangers that face them now 
and economically it would banish, for 
the time being at least, the Commun- 
ists’ continuing hope of a general 
Western depression. The Western 
Powers would, however, face a new 
economic risk. Indeed, they face it 
simply by embarking on an armament 
programme quite apart from any 
further commitments. The risk is 
the opposite risk to that of a slump, 
the risk that too many demands may be 
made upon the West’s power to 
produce goods and that their combined 
economies will be unable to withstand 
the strain. The risk is, in short, the 
risk of inflation. 





NATIONAL INCOMES AND DEFENCE EXPENDITURE 


(1) When (in my tour of Europe) I tried to consider such items as the propor- 
tion of gross national product that is turned into military purposes (terms of 
service under conscription, the number of men actually in uniform, etc.), I ran 
up against the impossibility of making such comparisons. | started to talk about 
it in one nation and a man said to me: ‘General, we are amazed at the pro- 

ion of your national product that you can devote to this great purpose. 
We understand that you are going to put about 20 per cent. of your gross 
national product into military or semi-military purposes. Come with me, 
though, into our villages and farms, and see what a five per cent. reduction in 
our standard of living means’. 

I looked at that squarely in the face. 

General Dwight D. Eisenhower, Address to Congress, Washington, February 2 1951 


(2) The advocates of the use of per capita income as a standard for equitable 
sharing of defence costs are running the risk of making national income estimates, 
which are at least as defective as the cost-of-living index, an object of political 
misuse in the international field as is the cost-of-living index at home. 
Admittedly, national income and income per head are valuable pointers if judic- 
iously used. Such use implies that they are taken together with other more firm- 
ly based and equally important figures, such as production, productivity, avail- 
ability of plant, materials and manpower, and the balance of payments. It may 
be assumed that all these factors are taken into account i the study of the equit- 
able sharing of the defence burden which is now being undertaken by N.A.T.O. 

Statist, London, January 27, 1951 





Factors Behind The Trend Towards 
Restraint of Competition 


By Sir Henry Clay 


Bi is common ground,” said the 
President of the Board of Trade, 
“that during the past half-century 
monopoly and monopolizing condi- 
tions have taken hold of an important 
section of British industry.” 


The Balfour Committee in 1927 
found only a fifth of the export 
industries so controlled ; but there was 
a great extension of price and output 
agreements and outright mergers in the 
thirties after the experiences of 1929-32. 
It is perhaps early to conclude that 
these arrangements will be permanent ; 
a period in which industry is not work- 
ing for inflationary markets endeavour- 
ing to overtake the arrears of war is 
needed to test their cohesion ; but 
the trend seems definite enough. 


Again, it is common ground that 
industry before 1914 was much less 
subject to such attempts to restrain 
competition. Here, again, it will be 
safer not to exaggerate ; customary 
local restraints on competition sur- 
vived, and even today without any 
systematic arrangement the custom of 
imposing a uniform “mark-up” per- 
sists in many branches of retail 
trade. But restraint of competition is 
undoubtedly not only more wide- 
spread but also more systematic and 
organized. Such a fundamental 
change in our economic arrangements 
must reflect deep-seated changes in 
the conditions under which industry 
operates. 
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Increased risks 


Looked at from this point of view, 
the important differences between the 
pre-1914 and the inter-war periods 
stand out. First and fundamental is 
the increase in the risks of enterprise. 

War dislocated old-established re- 
lations with markets, upset the balance 
between complementary trades, 
between different prices and between 
wages in different occupations. Some 
industries lost permanently important 
markets and were left with capacity 
redundant to their opportunities ; 
this was the underlying cause of the 
difficulties of the older export indust- 
ries—coal between the wars was never 
prosperous unless one of the important 
European fields was stopped. Com- 
modity price fluctations were much 
greater after 1918 than before 1914; 
general trade fluctations had a greater 
amplitude. 

he great extension of Government 
influence in economic affairs increased 
the uncertainty of business, because 
political decisions not unnaturally do 
not always take account of incidental 
economic effects. The agreement at 
Washington in 1920 to build no new 
capital ships ruined an important 
section of the ship-building industry; 
the grant of fiscal autonomy to India 
deprived Lancashire of the market 
which used to take two-fifths of its 
cotton manufactures. At the same 
time, technical developments were 
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RESTRAINT OF COMPETITION 


compelling industry to tie up more 
capital in more elaborate equipment, 
and higher prices tied up more capital 

1 stocks and work in progress. ‘The 
industrialist was forced to risk more 
in a more incertain and incalculable 
world. 


Taxes on Profits 


Where was the capital to ccme from 
to carry increased risks to finance 
more costly equipment? ‘The main 
source of capital for manufacturing 
industry, then even more than now, 
was industry’s own profits. 

Here is another outstanding change. 
Before 1914 income-tax took 5 or 6 
per cent. of profits ; after the war, 
when the need of capital was much 
greater, income and surtax took 20 
p2r cent.—irrespective of whether the 
profits were distributed or put back 
into the business. 

Taxed profits had not only to find 


the cost of new additional equipment 
but also to meet the deficiencies of the 
depreciation allowances allowed as a 
charge against trading profits by 


English income-tax law. These are 
usually based on historic or actual 
cost, and cannot therefore meet the 
cost of new equipment replacing at a 
higher price-level obsolete and worn- 
out equipment. But the chief effect 
of the heavy taxation of profits was to 
cut off at the source a large part of the 
flow of the only funds available for 
financing new processes, new products, 
new machinery, and new markets at a 
time when the dislocation caused by 
war called for an extensive reorienta- 
tion of British industry. 

Inevitably, competitive industry 
sought to stop the price-cutting which 
springs from redundant capacity or 
general trade depression. It is always 
tempting—it' may be the only way of 
continuing in business—to sell at 
prices that cover bare cost of direct 
labour and material (and sometimes 
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not even that) without making any 
adequate provision for overheads. 
That no doubt is one way to reduce 
prices; but it is not the way to secure 
funds for new and better equipment, 
new and more enterprising marketing, 
or even to maintain existing capacity 
unimpaired. 

The attempt to provide a rather 
more secure basis for large capital 
expenditure by some collective settle- 
ment of prices was an important motive 
in the spread of such arrangements. 
If they had the effect intended, they 
would lower prices in the long run— 
or, if general Government finance was 
forcing prices up, keep prices lower 
than they would otherwise have risen. 


Retailers Prices 


It is commonly overlooked in 
arguing about the effects of “mono- 
poly” in prices, that the problem is 
considered in relation to only one 
section of the country’s economy. 
The “ restrictive” practices of labour 
are specifically excluded from the 
scope of the Monopolies Act, and no 
political party is likely to tackle them. 
The professions, which habitually take 
adequate steps to protect themselves, 
are not mentioned. Retailers are 
able to impose their uniform mark-up 
goods without attracting any charge of 
“restrictive” practice. 

Yet any analysis of the costs of 
consumers’ goods brings out how 
limited is the manufacturer’s contrib- 
ution to price-raising. The cotton 
working party, for example, point out 
that in the price of a pair of sheets 
industrial charges (including wages) 
account for only 7s 6}d., while whole- 
salers’ and retailers’ charges amount to 
8s. 2d. and raw materials 4s. 43d. 

The costing of a utility blanket, 
hefore and after the recent rise in wool 
prices, is an even more pointed illus- 
tration. In May the raw material 
cost was 28s. and the manufacturer’s 
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costs (including his profit) 9s. 10d. ; 
the manufacturer’s selling price of 
37s. 10d. was then raised 17} per 
cent. by the wholesaler and the whole- 
sale price raised 334 per cent. by the 
retailer, to give a retail price of 
59s. 2d. In September the raw mat- 
erial cost had risen to 47s. 6}d., the 
manufacturer's costs were slightly 
lower at 9s 7?d.; but the manufac- 
tuere’s selling price, 57s. 2d., was 
again raised by 174 per cent. by the 
wholesaler and the wholesale price 
334 per cent. by the retailer, to give 
a retail price of 89s. 6d. Out of his 
profit of 1s. 7d. the manufacturer 
pays 10}d. taxation, leaving him 7}d. 
to reduce prices and add to his capital. 
It is of course necessary to investi- 
and regulate any restrictive practices 
in manufacturing industry ; but it 
should be remembered that the manu- 
facturer buys his labour from an org- 
anized monopolist—the trade union— 
his coal or other power from Govern- 
ment monopolies, his railway transport 
and (frequently) other transport from 
another Government monopoly, his 
raw materials at world prices, which 
are often sheltered from the full force 
of competition by Government support 
on buffer stock schemes, while he sells 
to distributors who can put 33} or 
50 per cent. on to his delivered price 
merely by observing a trade custom. 


Collective Bargaining 


Fifty years ago the Webbs, faced 
with the problem of answering the 
objection of economists and business 
men to collective bargaining over 
wages, devoted the third part of their 
great work to an analysis of the effects 
of unrestricted competition in the 
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market. They showed how the pres- 
sure was passed back to the weakest 
element, the unorganized wage-earner, 
and resulted in depressed and un- 
stable prices for labour. Combination 
on the other hand, introduced an 
element of stability into the market, 
and forced competition away from the 
socially destructive pressure on wages 
to economies in organization and 
production. 

The analysis is worth examination 
today, because the spread of price 
control has gone so far that the solution 
may be the same as the Webbs found 
for the fixing of wages—the toleration 
and encouragement of collective bar- 
gaining between organized groups. 
Prices and production are the outcome 
of bargains, and must remain such, 
if markets are to be allowed to function 
at all, 

There is no a priori reason for 
supposing that a bargain determined 
by unrestricted competition is any 
more likely than one negotiated be- 
tween one group of producers and 
another, or between organized manu- 
facturers and organized retailers, to 
ascertain and formulate the price that 
will cover long-term costs on the one 
hand and prevent the accumulation of 
stocks or maintenance of idle capacity 
on the other. 

The interest which the manu- 
facturer had in satisfying his customers 
which was the ground in the past for 
leaving output and prices to be settled 
by private contract, is reinforced today 
by the need for keeping expensive 
plant and organization occupied. But 
the scope of private contract is a broad 
question of economic policy which 
Parliament cannot relegate to any 
commission. 


Ee SS 
Q.E.D. 


(Normal purchasing power) + (Defence spending) = Easy dollars. 
(Production) — (Rearmament needs) = Civilian scarcity. 
(Easy dollars) + (Civilian scarcity) = Inflation. 
(Inflation) — (Controls) = Economic disaster 
Adapted from New York Times, Jan. 28, 1951 





Dollar Problem in New Context 
By Per Jacobsson 


Rearming in the west has put an end to the Dollar Shortage 
for the time being. But the new position has its problems 
and dangers 


— years of discussion, it seems 
fair to say that a certain clarifi- 
cation had been attained as regards the 
problem of the so-called dollar short- 
age : it began to be possible to indicate 
on what points general agreement had 
been reached ; and when no agree- 
ment was as yet in sight, it could as a 
rule be stated what were the precise 
issues still subject to controversy. 

There are however, still certain 
controversial issues as to the “dollar 
shortage’’, of which the two following 
would seem to be among the most 
important : 

(1) It is pointed out that the great 
efficiency of the United States makes 
it possible for American producers to 
supply a number of much-needed 
products at low real costs. It is then 
asserted that, as a result, Europeans 
will find it difficult to compete, and 
that they therefore will be unable to 
procure sufficient export proceeds 
with which to buy the raw materials 
and foodstuffs which, in the case of 
west European countries, have so 
largely to be obtained from other con- 
tinents. 

In reply, it may be said, in the first 
place, that international trade does 
not depend on absolute but on com- 
parative costs, there being always 
some branches in which the weaker 
partner has a relative advantage. 
All through history, countries in which 
a difference in resources and efficiency 
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has existed have traded with one 
another—Great Britain has traded 
with India and America with Europe. 

A further consideration is that, even 
if it were a question of absolute costs, 
it has to be remembered that the 
average weekly wage of industrial 
workers in the United States is some- 
thing like 60 dollars, in Switzerland 
between 25 and 30 dollars, in Great 
Britain 20 dollars, and in Germany 
between 15 and 18 dollars. Less 
efficiency will necessarily mean a 
lower standard of living in the various 
European countries but, at the same 
time, the extraordinary difference in 
wage costs should enable a great 
number of European industries to 
compete successfully at present ex- 
change, rates. The trade figures for 
the first half year of 1950 show already 
a continuous expansion of European 
exports of ready-made products. Am- 
erican industry is technically in ad- 
vance of European industry, but must 
it not be easier for Europeans to in- 
troduce methods of production al- 
ready invented than for Americans to 
keep on inventing new methods to 
maintain their advance in relation to 
Europeans ? 

(2) The second point in dispute is 
perhaps of greater fundamental im- 
portance. As one raw-material- pro- 
ducing country after the other is 
setting up its own manufacturing 
industries, it has been argued that the 
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foreign trade markets available to 
European exporters will be too narrow. 
That would mean that the European 
countries would not find sufficient 
outlets for their finished articles to be 
able to earn the foreign exchange with 
which to pay for their imports of raw 
materials and foodstufis. Theoret- 
ically, one must acknowledge that such 
a situation might arise. The exper- 
ience of the post-war period has been, 
however, that there was more demand 
than the European countries could 
satisfy. New commodities are in- 
vented ; even highly industrialised 
countries trade intensively with each 
other, But the difficulties which may 
arise will not be overcome by them- 
selves: the world’s monetary affairs 
must be so handled that there is no 
repetition of the devastating deflation 
of the 1930’s and the United States 
must continue to open its markets for 
manufactured goods (and in that way 
help to compensate for the outlets 
which have been lost in the East.) 


The 1950 Recovery 


BY the middle of 1950, most western 
European countries had become able 
to produce enough goods and services 
for export to pay for their current 
imports, and they had also, in general, 
been able to restore financial equil- 
ibrium in their domestic economies. 
The question then arose whether the 
European countries would be able to 
find sufficient markets—p:.rcicularly 
markets in which they could earn the 
dollars required to pay for their 
imports from the dollar area. The 
events in the months to come were 
looked forward to with so:ne curiosity, 
for here was a situation in which the 
different economic theories would be 
put to the test. But then it happened 
—as so often in economic life—that 
an extraneous factor, the outbreak of 
war in Korea, created a wholly new 
situation, in which old difficulties dis- 
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appeared while new ones were added 
overnight. The sudden new expen- 
diture by the American and other 
governments resulted in a strong de- 
mand on the world markets, there 
being no longer any difficulty in find- 
ing outlets for European production. 
In the United States the surplus in the 
balance of payments was brought down 
to vanishing point already in the late 
summer of 1950. While in 1947 the 
recorded exports from the United 
States had exceeded the country’s 
imports by 9,500 million dollars, 
the export surplus had fallen to an 
annual rate of 2,000 million dollars in 
the first half of 1950 ; and in August 
1950—for the first time for thirteen 
years—imports into the United States 
actually exceeded exports. 

The new situation offered the 
European countries some new chances 
but exposed them also to new dangers. 
The increased imports into the United 
States consist essentially of raw mater- 
ials and foodstuffs. It is, therefore, 
the primary producers which earn the 
bulk of the newly-expended dollars. 
The greater part of recent increases in 
London’s gold and dollar reserves has 
been due to accumulation of foreign 
exchange by other members of the 
sterl'ng area than Great Britain itself. 
It may, however, be taken for granted 
that the primary producers will have 
increasingly to use their dollar earnings 
for payment of goods imported from 
Europe. For the time being they wish 
apparently to add to their monetary 
reserves, so that it will only be after 
some time that the dollars will seep 
through to European countries. 

A few months have already passed 
since the outbreak of the conflict in 
Korea and it is obvious that the pos- 
sibilities of earning dollars by exports 
in other directions than straight to the 
dollar area have been increased. As 
payments are being made more and 
more by the use of dollars, it should be 
possible for individual countries to 
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think more in terms of their general 
balance of payments than in terms of 
establishing direct equilibrium vis-a- 
vis the dollar area. 


Rising Commodity Prices 


For western Europe these{develop- 
ments are certainly advantageous, but 
the reverse of the picture must not be 
forgotten. American purchases of raw 
materials have had their effect in the 
markets—prices of primary products 
according to Moody’s index, rose, on 
an average, by 33 per cent. between 
March 1950 and the beginning of 
December 1950. The consequence is 
that European countries will have to 
pay more for their imports of raw 
materials and they may even find it 
difficult to procure all the materials 
they need for their industries to be 
kept going. Furthermore, the Eur- 
opean countries themselves will have 
to rearm, although it is no easy matter 
to finance rearmament, several count- 
ries being still burdened by heavy ex- 
penditure for reconstruction of war 
damage. It is not to be expected that 
the European countries will be better 
off at a time when they have to pay 
more for raw materials and spend more 
on armaments. 

Besides Great Britain, France, bene- 
fiting from an excellent harvest, a 
good tourist season and other ad- 
vantages, has been able to add to its 
monetary reserves, but these two 
countries are almost the only ones in 
Europe which have managed to do so. 
It has been estimated that in the 
autumn of 1950 the balance-of-pay- 
ment deficit of western Europe was 
at the annual rate of about 2,500 
million dollars. 

When the conflict began in Korea, 
a number of European countries— 
and among them Belgium, Germany, 
Sweden and Switzerland—were caught 
with relatively low privately held raw- 


material stocks, which in the follow- 
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ing “months they sought to replenish 
with as little delay as possible. 
Belgium—and still more Switzerland 
—had sufficient monetary reserves of 
their own to meet the rising cost of 
surplus imports and an additional 
outflow of funds connected mainly 
with a belief in a revaluation of sterling. 


E.P.U. Affected 


To resist excess movements in the 
market the National Bank of Belgium 
was the first to raise its rate of dis- 
count and to take some other steps of 
a restrictive nature. Fortunately for 
most west European countries, Mar- 
shall aid was still forthcoming (at 
a rate of over 3,000 million dollars a 
year, including amounts remaining 
“in the pipe-line’ from previous 
accounting periods). It was further a 
blessing that the European Payments 
Union began to function as from July, 
1950, for otherwise some of the part- 
icipating countries would not have 
been able to import the raw materials 
foodstuffs which they badly needed. 

Germany soon found itself with a 
growing deficit in relation to the 
E.P.U. and it became evident in the 
course of October that its quota of 
320 million dollars would be ex- 
hausted before long.. After the Ger- 
man Government had approached the 
Managing Board of the E.P.U. in 
Paris it was possible to agree upon a 
programme along the following lines, 
On the one hand, Germany would 
take measures of credit restriction 
(including an increase from 4 to 6 
per cent. in the rate of discount) and 
in that way not only make it more 
difficult and costly to finance imports 
and hold commodity stocks but also 
give impetus to an increase in ex- 
ports. Thus an attempt would be 
made to achieve equilibrium in Ger- 
many’s balance of payments without 
going back upon the policy of trade 
liberalisation. 

Concluded on page 107 





Rearmament—With Tears 
By Professor E. A. G. Robinson (Cambridge) 


M** I try to summarise? First, 
to superimpose new activities in 
an economy that is already almost at 
full stretch is impossible. We cannot 
have rearmament without tears. But 
the probable difficulties are immensely 
enhanced because the need for re- 
armament is simultaneous with the 
added burdens of worsening terms of 
trade. The nation would not seem 
generally to be aware that in 1950 and 
1951 the worsening of the terms of 
trade (assuming that we maintain a 
balance of current payments) will 
have imposed real burdens as great as 
rearmament. The two together must 
mean that, even with spectatular in- 
creases of production, those whose 
incomes are not directly swollen by the 
increased production must almost 
certainly accept a reduced real level 
of consumption. 

Second, the extent of that reduction 
will depend on how nearly we main- 
tain a balance of current payments, or 
a surplus (such as we require) to cover 
our increasing obligations abroad on 
capital account, and on how much we 
reduce the current volume of invest- 
ment. Ideally, so long as the cold war 
does not degenerate into active war, 
we should almost certainly aim to 
avoid a deficit in the balance of pay- 
ments and to maintain a high level of 
investment, so that we enter a war, 
if it comes, with our capital equipment 
in good fettle. In practice, because 
of the limits of the capacity of the 
munitions industries, it may be very 
difficult, or even impossible, to avoid 
one or both of these undesirable 
consequences. 
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Third, how far we may succeed in 
avoiding them will depend on the 
possibilities of expanding the output of 
the munitions industries. The com- 
bined effects of the worsening of the 
terms of trade and of rearmament 
would, other things remaining un- 
changed, probably increase the de- 
mands on these industries within the 
rext two years by about 25 per cent. 
We can scarcely hope to increase their 
output by anything approaching that, 
but the greater the increase of output, 
the more soluble will our problems 
become. The limits to expansion 
are three: manpower, capacity, mat- 
erials. The manpower can if nec- 
essary be found, as it was in war-time, 
by contraction of other things ; prob- 
lems of skill and dilution would again 
There is probably a small margin of 
capacity, when account is taken of 
shift-working ; but we ought to be 
making plans for further extensions, 
wherever a continuing cold war will 
develop bottle-necks. Materials may, 
however, in the end create the most 
powerful limit. We are evidently 
already on the brink of allocation 
systems, prohibited uses, and the rest, 
however much we may dislike them. If 
reserve stocks of materials are to be 
built up in the face of present demands 
the economies needed will be almost 
as severe as in war-time. 

Fourth, this emphasizes, surely, 
what should be the key to out policies. 
If we believe that war is coming, we 
should be thinking how we can in- 
crease our war potential. On the 
economic side, the main, indeed the 
only, powerful way in which we can do 
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that is by carrying out during the cold 
war as much as possible of the capital 
investment that would be forced on 
us in active war. Much of the in- 
vestment that would be required for 
this purpose in enlarging material 
supplies and expanding the munitions 
industries would in no case be wasted 
investment. World supplies are 
short ; with growing national output, 
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To facilitate the execution of such a 
programme, the E.P.U. agreed to 
grant Germany a special credit of 
120 million dollars repayable by stages 
after six months. In that way, the 
extra credit facilities were married to 
a programme of internal rehabilitation. 
The whole scheme was designed to 
ensure a return to equilibrium under 
conditions of a continued expansion 
in Germany’s exchange of goods and 
services with its various trade part- 
ners. !t was recognised that if one 
country began to re-impose quantit- 
ative restrictions, other countries might 
follow suit, by which a most dangerous 
chain reaction could be set in motion. 
It would be of great importance if the 
scheme thus designed to overcome the 
balance-of-payment difficulties of Ger- 
many were to be successful, for it 
would then serve as a model for others. 


Europe’s Productivity 


The index of industrial production 
in Germany showed in October 1950 
an increase of 25 per cent. above the 
1936 level. In a number of other 
west European countries the increase 
over the pre-war level has been even 
more pronounced. Fortunately, in 
western Europe the growth of pro- 
duction has been decidedly more rapid 
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there will be growing demands on 
these industries. We should be doing 
today what we should in any case do 
in five or ten years’ time. ‘To remove 
and alleviate now the bottlenecks 
which will arise if war comes should 
surely be the centre of our investment 
policies for the next year or two, even 
if it means postponing things which 
are near to the hearts of peace-loving 


people. 
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than anybody would have dared to 
prophesy when the Marshall Plan was 
launched in 1947. 

The substantial improvement in the 
volume of production forms the ec- 
onomic basis, not only for the in- 
creased cost of defence, but also for 
an attempt to maintain balance in the 
individual economies and in their re- 
lations with each other, primarily 
by means of financial intervention 
without curtailing the flow of trade 
through direct control. 

In the autumn of 1950, the official 
rate of discount was raised in Belgium, 
Denmark, Germany, the Netherlands 
and Sweden—the list including count- 
ries which had been obstinate adher- 
ents of a rather extreme cheap-money 
policy. 

Much will depend, on the turn 
political events are taking. ‘The out- 
break of the conflict in Korea shows 
clearly enough to what extent political 
occurre ices influence economic devel- 
opments. ‘The fact remains fort- 
unately that west European countries 
have attained a fair level of production; 
but they posses, with few exceptions, 
only slender monetary reserves. In 
this respect, the European Payments 
Union helps to some extent to fill 
the gap but stabilisation credits on a 
wider basis may also be required. 





U.S. Economics in Uniform 
By President Harry Truman 


Notes on the Economics of Rearmament presented in the Fifth 
Annual report of the President of United States of America on New 
Year’s Day 


T= economist cannot properly in- 
terpose objections to the size or 
speed of build-up of the military 
establishment on the ground that such 
outlays are “uneconomical” in the 
traditional sense ; all such outlays are 
“uneconomical” in the sense that they 
do not add directly to the productive 
power of our economy, or increase 
the satisfaction of consumer wants. 
Nor can the economist object on the 
ground that these outlays impose a 
strain and burden upon the economy 
and the people : by definition, they do 
just that. Nor can he object on the 
ground that the primary defence 
build-up increases inflationary pres- 
sures, although that is a certain con- 
sequence under conditions now pre- 
vailing. When the primary military 
build-up is found to be necessary for 
national security, the economist cannot 
object because it causes hard 
problems ; he can do so only if the 
speed and magnitude of the build-up 
is clearly beyond the range of our 
industrial power or threatens to des- 
troy it. 

Clearly, no military build-up now in 
comtemplation is of a size or speed 
to justify objection by the economist on 
this ground. During World War II 
at its peak, we allocated more than 
40 per cent. of our total output to 
primary military purposes ; and yet we 
emerged from that terribly costly 
struggle with a more powerful and 
productive economy than we had ever 
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known before. In contrast, at the 
present time we are devoting only 
about 7 per cent. of total output to 
primary military purposes. If no 
other outlays related to the internat- 
ional situation are included, the per- 
centage rises to only about 8} per cent. 
The concentration of our productive 
efforts upon defence objectives could 
rise far above this point, and we could 
still maintain a vigorous national 
economy capable of meeting additional 
demands upon it. 

The economist, however, has the 
duty of showing what the economic 
costs and effects of the primary mili- 
tary build-up will be. He may also 
point out that our defence strength 
depends upon much more besides the 
size of the military establishment. 
It depends also upon all the supporting 
forces, economic, psychological, pol- 
itical and moral, which make up the 
resisting power and the striking power 
of a nation. In the strictly economic 
sense, it depends upon our productive 
capacity and how well we use it, not 
only to supply military needs, but also 
to supply those industrial and general 
civilian pursuits without which the 
military build-up cannot be carried 
forward or endure. Our strength 
depends also upon how well we combat 
inflationary forces. 

We need now, even more than in 
normal peacetime, to maintain max- 
imum total production, although we 
must make far more rigorous efforts to 
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produce the most vital kinds of goods 
and to cut back on others ; to maintain 
maximum employment and to enlarge 
the size of the labour force in view of 
our greater total requirements for 
goods and services; to influence the flow 
of purchasing power so that it does not 
generate inflation. 

An “all out effort” on the economic 
front must be geared to the same strat- 
egic concept which governs the mil- 
itary effort. 


All-out Effort 


An “all-out” productive effort is 
one which achieves as speedily as 
possible the type of economic strength 
we need to cope with the world sit- 
uation. But when such questions 
arise as apportioning scarce materials 
among military purposes and stock- 
piling, on the one hand, and the ex- 
pansion of plant capacity on the other, 
decision depends upon whether or 
not it would be wisest on balance to 
delay a portion of the immediate mil- 
itary build-up in order to develop more 
industrial strength to increase our 
future military potential. 

We must make an “all-out effort” 
to use our labour force efficiently and 
fully. By depending upon the timing 
factor, we may decide to draw certain 
groups into the armed forces immed- 
iately with less skills or permit some of 
them to get more education before 
they are drawn into the armed forces. 

The logic of the situation requires 
that the Government must accept and 
exercise the primary responsibility for 
defining almost all of the broad phases 
of the new pattern of resource util- 
isation in a defence emergency. This 
does not mean that the Government 
should programme and determine 
every minute detail in the scheduling 
of production and _ distribution 
throughout the economy. But it does 
mean that the Government, in a period 
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of economic mobilisation, must det- 
ermine broadly the size and weight 
of these main competing requirements: 
(1) Primary military requirements, 
(2) stockpile requirements, (3) inter- 
national requirements (military and 
economic aid abroad), (4) industrial 
requirements, (5) requirements to serve 
the consumer public. 


Production Potentials 


We cannot expand total production 
to anything like the extent that we did 
between 1939 and 1944, because we 
had more slack resources in 1939 than 
we have now. But current and 
seeable planning do not contemplate 
anything like the diversion of man- 
power and material from the produc- 
tion line to service in the armed forces 
that was undertaken in World War II. 
This compensates in substantial mea- 
sure for the fact that we had more slack 
resources in 1939 than we have now. 

Moreover, it does not follow that 
we do not have a great production 
expansion potential within our ec- 
onomy just because we were near 
“full” utilisation of manpower and 
plant by the middle of 1950. We 
have a growing population and a 
growing labour force. We can work 
much longer hours. We have a mar- 
vellous technology, and must strive 
through it to increase productivity. 
We can further apply the latest results 
of science and invention to the prac- 
tical problems of production. It 
should be possible to increase the total 
of private and public output by about 
25 per cent. over the next five years. 
This is a considerably higher rate of 
growth than has been experienced in 
normal peacetime, but my Council 
of Economic Advisers believes it can 
be obtained with the harder work and 
larger effort which the emergency now 


imposes upon all, 
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Control of Inflation 


Controls—both indirect and direct 
—are needed to deal with the inflat- 
ionary danger. There are sev- 
eral different methods which may be 
employed for restraining demand. 
(1) Incomes may be absorbed through 
taxation. Heavy excise taxes may 
also be used to reduce demand for 
goods in short supply. (2) Demand 
may be restrained through restricting 
the expansion of credit. (3) Alloc- 
ations of supply operate to restrict 
the demands of producers, thus reduc- 
ing pressures on the prices of scarce 
raw materials. At the consumer level: 
Rationing may be used to restrict 
demand for particular goods which are 
in short supply although it does not 
reduce total inflationary pressures. 
(4) Demand may be prevented from 
increasing by keeping incomes in 
check. (5) Demand may be reduced 


by promoting net saving. 


Pay as We Go 


The diversion of resources to the 
defence programme must be made for 
the most part from private spending 
and investment. To the largest extent 
feasible, however, diversion should 
be made from other Governmental 
programmes by reducing non-essential 
expenditures. 

The positive importance of paying 
the cost of the defence effort as it is 
incurred is based on the anti-inflation- 
ary effects of taxes. The alternative 
method, borrowing, presents serious 
dangers, of present or future inflation. 
Unless the borrowing is accompanied 
in the present by a decrease in spend- 
ing or by a reduction in business 
investment, the inflationary pressure of 
increases in Government expenditures 
will not be offset, and immediate 
inflation will result. Even borrowing 
which is non-inflationary in the pres- 
ent may well lead to inflation in the 
future, when the lenders seek to 
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change their securities into liquid 
funds and spend or invest them. 

The prospect that the defence effort 
will be prolonged makes it partic- 
ularly important to cover the cost 
through taxes. Borrowing has its 
place in the financing of a short, in- 
tensive effort ; but it is dangerous for a 
long drawn-out effort. 

If tax increases are to be successful 
in reducing spending, they must not 
be used as the excuse for raising prices, 
profits, or wages of those on whom the 
tax is intended to rest. 


Wage Restraint 


There are two standards to be 
applied in the development of wage 
policy : first, that the trend of wages 
paid by employers should not force 
prices to rise ; and second, that the 
trend of wages available for spending 
after taxation and other restraints 
should be kept in line with trends in 
the availability of consumer goods. 
The second standard is much tighter 
than the first one. And probably 
much more important from the view- 
point of combating inflation. 

There are two main ways by which 
wages available for spending can be 
kept in line with the availability of 
consumer goods. The first way would 
be for the general level of wages paid 
by employers to workers to be held 
approximately where they are now 
until that time in the future when 
consumer supplies can again be ex- 
panded. The second way would be to 
maintain formulae of wage increases 
roughly similar to those desirable in 
peacetime (including in some instances 
productivity and cost of living adjust- 
ments), but to prevent a growth in 
current spending power by sufficiently 
higher taxation or through deferred 
wage payments or some combination 
of the two. 

Perhaps some combination of the 
two approaches may prove most 
practical : but any combination should 
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move vigorously toward the objective 
of holding wages available for spending 
in line with the supply of goods. This 
conclusion of general policy bears 
upon wage trends in general. There 


are some hardship or exceptional 
cases, which would need to be treated 
differently until a larger measure of 
equity is established. 


Middle Road Policies 


The popular discussion of controls 
versus voluntary action has tended 
to obscure a very basic issue. This 


ai 


111 


issue is that middle ground between 
the freedoms we enjoy in normal 
peacetime and the unlimited compul- 
sions of a state economy will maximise 
our strength for the task ahead. To 
assume that there is no middle ground 
would be to acknowledge that we can 
contest Stalin’s aggressive designs 
effectively only by aping all of his 
methods. That would also assume 
that in peacetime there are many 
differences between our kind of econ- 
omy and political institutions and 
those of the Soviets, but that in a hot 
or cold war there are no differences. 
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WORLD BANK LOANS EXCEED 1,000 MILLION DOLLARS 


WASHINGTON, February 1—The International Bank for Reconstruction and 
Development reports that it has approved more than 1,000 million dollars in 
loans since beginning operations in June 1946. 

The Bank made loan commitments of 206,900,000 dollars during the six 
months ending December 31 to bring the total to 1,023,375,000 doliars the 
latest Bank statement shows. 

The statement details the Bank’s activities for the last six months of 1950. 
However, the Bank noted, three additional loans were negotiated in January, 
raising the over-all total to 1,088,375,000 dollars. These loans, aggregating 65,- 
000,000 dollars are : 30,000,000 dollars and 20,000,000 dollars both to the Union 
of South Africa, and 15,000,000 dollars to Brazil. 

The statement lists loans made by the Bank during the second half of 1950 
to the following seven countries : Turkey, 25,400,000 dollars ; Australia, 100,- 
000,000 dollais ; Uruguay, 33,000,000 dollars ; Ethiopia, 7,000,000 dollars ; 
Thailand 25,000,000 dollars ; Columbia, 6,100,000 dollars ; and Mexico, 
10,000,000 dollars. 

The net Bank income for the second half of 1950 amounted to 7,575,631 
dollars as compared with 6,672,667 dollars for the same period in 1949. The 
money was added to general reserve against losses on loans and guarantees, in- 
creasing the reserve to 34,572,901 dollars. 

Also during the six-month period, Greece, Lebanon and Pakistan authorised 
the Bank to use all or part of its 18 per cent. currency subscriptions for loans. 
Greece has permitted the Bank to use half of its 18 per cent. currency ; Lebanon 
all of its 18 per cent currency and Pakistan 4,000,000 rupees (approximately 
1,204,849 dollars). 

A member’s capital subscription in the Bank includes 18 per cent. in the 
member’s currency which cannot be lent without the member’s permission. 
The remainder of the subscription is made up of two per cent. in U.S. dollars or 
gold, freely usable by the Bank, and 80 per cent. not deposited with the Bank but 
subject to call if needed. 

The report notes that Burma, Indonesia, Jordan, and Sweden have applied 
for membership in the Bank. 


TREND OF STERLING 


Professor J. Harry Jones will address the meeting of the Economic Research 
Council on Wednesday evening, March 7 at 8 o’clock. His subject is ‘‘ The 
Trend of Sterling—In Goods and in Gold”. The address will be followed by 
discussion and questions. The meeting will be in the Angus Room, 55 Park 
Lane, London, W.1. Mr. Ian Mactaggart will preside. Non-members will 
be welcome if they will kindly notify their intention to be present to the Secretary 
Economic Research Council, 18 South Street, London, W.1. (GROsvenor 4581). 





The Revolution in Banking Practice 


By Stephan Siglienti 
President Italian Bankers’ Association 


oO bank manager today, however 
young, can look back on the various 
stages of his professional experience 
without being struck by the total 
change in the conditions under which 
he is working. Principles and rules of 
conduct considered of fundamental 
importance in the early days of his 
career no longer hold good, while other 
principles formerly held to be incon- 
sistent with sound practice are now es- 
sential to modern banking everywhere. 
When did this world-wide evolution 
in the banking system actually start ? 

The beginning of World War I 
undoubtedly marks a breaking away 
from customary methods and from the 
usual developments of credit policy. 
It is of course easy to point to the det- 
ermined will to shift back to pre-war 
patterns which dominated banking in 
the ’twenties. We need only recall 
the reiterated efforts to re-establish 
the gold standard and the speedy 
return to a maximum of freedom in 
foreign exchange. 

As to the competitive basis of bank- 
ing practice, namely the complete 
freedom with regard to loans and 
investments and to the creation of new 
banks and bank branches, there had 
been no hiatus. The same can be said 
of independerce from State control 
over the Central banks and the total 
lack of State interference so far as 
individuals and groups controlling 
bank capital were concerned. ‘To 
tamper with all this was out of the 
question. 

With the Great Depression how- 
ever, and especially after 1931, things 
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rapidly changed, and today we realise 
that the decade 1920-1930 by no 
means represented a phase (the last one) 
of normality after the upheaval of the 
war, but rather a phase of uncertainty 
and groping. ‘Traditional institutions 
could no longer operate under the new 
conditiors. 

A period of reforms in banking reg- 
ulations thus started in 1931. Al- 
though methods, times, and degrees 
varied from one country to another, 
the similarity in the aims and motives 
was striking. ‘True, the process seem- 
ed to many of us who were involved 
in it to have mostly a character of 
emergency in that it was connected 
with the immediate aspects of the war 
crisis or with reconstruction require- 
ments. ‘Today, however, we acknow- 
ledge that a new mode had come into 
existence in credit and banking every- 
where. 

Twenty years have gone by. Even 
without probing too much into cause 
and effect, it is now possible roughly to 
assess a number of these elements that 
condition banking business along such 
wholly new lines. 


Bank Authority Weakened 


Banking today is basically influenced 
by the fact that not only has the gold 
standard been dropped after 1931, but 
that in many countries no effort is 
being made to go back to it—a lack of 
interest closely connected with State 
policies of working toward a maximum 
level of employment in a regime of 
stable prices. Whenever emergency 


From Bancaria, Rome, October 1950 





THE REVOLUTION IN BANKING PRACTICE 


aims are being pursued (e.g. in war 
economy) technical reactions in the 
banking field implying the discarding 
of old formulae are still more marked. 
As a consequence, rates of interest no 
longer regulate outstandingly the mar- 
ket, and the whole nature of the 
Central Bank is altered. The latter 
has everywhere foregone the position 
of supreme authority in the economy 
of the country, an authority sometimes 
extending to the Treasury itself. 
It has rather become a trustee and an 
agent of the Treasury, though with 
increased responsibilities and powers. 

In all problems of liquidity the 
terms are therefore changed—also 
because in ordinary credit banking 
the typical structure of the assets is 
altered. On the one hand the Cen- 
tral Bank apparently has lost its auto- 
nomy ; on the other, it is endowed by 
the State with new powers irfconceiv- 
able in the banking world that was 
the subject of our first studies and 
where we made our first professional 
experiences. Controls on lending act- 
ivities, control over the establishment 
of new bank branches and the creation 
of new banks, regulation of bank 
capital, of interest rates and tariffs 
on banking services, control over 
bank share-holding and the exclusion 
from this of certain categories (for 
instance, of foreigners), nationalis- 
ation, etc.—all these are instruments 
governing credit to the extent of 
altering entirely the relationship be- 
tween the banks and the central 
authorities and consequently the pow- 
ers and responsibilities of both parties. 


Safety First 

If we come to the bank-customer 
relationship, we find other changes 
having deep causes. In the past, the 
public wanted the bank to be boldly 
enterprising. Nowadays it prefers the 
bank to be a safe guardian of its money 
and asks that the services be efficient, 
the latter being on a larger scale and 
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covering more fields. 

In deposit operations the emphasis 
is perhaps upon custody rather than on 
lending. ‘Thus lending by the banks 
is subject to considerable limitations, 
and to these must be added the res- 
triction to trading requirements of 
underwriting or buying of industrial 
shares. The result is that just when 
capital flows in more abundantly to 
the bank—and perhaps for this very 
reason-——the banker himself retires 
somewhat to the background in the 
economic scene, while ofter shoulder- 
ing heavier responsibility. 

Another development worthy of 
note is the expansion of the services 
outside lending activities. This 
means that far more care has to be 
given to problems of organisation, 
where formulae must be sought per- 
mitting an increase in the volume 
while keeping the cost reasonably low. 

The difference in the respective 
positions of the State, the Central 
Bank, and the banking system re- 
flects itself also in foreign exchange 
dealings, where the banks no longer 
take on big exchange positions. Such 
dealings are now strictly limited to 
trading and are conditioned every- 
where by particular—and changing- 
national conceptions with regard to 
international finance. 


Why and Wherefore 


In all these trends and events it is 
hard to unravel causes and effects. 
Explanations have to be sought largely 
outside the banking system, which 
does not make the task any easier. 


Although the situation will no 
doubt evolve further, one can safely 
assert that it is not so precarious as it 
was in the ’twenties when statesmen, 
intellectuals, and bankers believed they 
could rebuild the traditional pre-war 
world. In fact, there is today the 
wide-spread tendency to believe that 
current rules of conduct and institu- 
tions, though by no means final, could 
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hardly be expected to return to past 
positions. 

Whatever the changes wrought by 
exceptional events, and whatever the 
variety in the actual implementation, 
the universality of the principles on 
which credit rests, however, remains 
intact. The common origin gives rise 
to similar problems everywhere and 
determines points of contact and paral- 
lel procedures ; and because of the 
common basis of the work, the char- 
acteristics of the bank are unmistak- 
ably the same in all countries. The 
world over, when we say “bank’’ or 
“bankers”. we know exactly what we 
mean. This has created at all times 
strong links {among institutes and 
among men over and beyond limited 
“firm” interests and national frontiers. 


Problems needing study 


In the present situation, therefore, 
a meeting of all those who, in different 
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capacities and from different angles, 
are connected with banking every- 
where seems particularly called for. 
A common appraisal of the past twenty 
years of work and a pooling of so many 
and varied experiences should un- 
doubtedly help to define the laws that 
govern modern banking, and such is 
the object of the Associazione Bancaria 
Italiana in organising the Conference 
(to be held during 1951). 

Two subjects we believe to be es- 
pecially worthy of consideration. 

The first, concerning the domestic 
activity of the banking systems, is 
the problem of liquidity in its present 
aspects. 

The second concerns the internat- 
ional market, where the problem of 
paramount importance is undoubtedly 
the financing of foreign trade. An 
interesting point to be examined in 
this connection is the effects on bank- 
ing practice of recent international 
trade technicalities. 





—_ 


REAL WAGES IN RUSSIA 


The table below shows the costs of consumer goods in the Soviet Union (after 
the price cuts of 1950) and in the United States of America, in terms of working 


minutes required to pay them. 


The first column was produced by Michael 


Gordey, a correspondent of France-Soir, after two months in Moscow last year ob- 
serving wages and prices. ‘The second column gives the estimates of the New 
York Times of the Russian’s living costs. The third column gives parallel facts 
concerning U.S.A. deduced by New York Times from information issued by the 


U.S. Bureau of Labour Statistics. 


The table was published in the Bulletin of the Internation Confederation of 


Free Trade Unions. 


Soviet Union 


Gordey 
Milk (1 litre) ... 35 
Eggs (each... 12/18 
Butter (1 kilo)... 300 /350 
Sugar (1 kilo) ... 120 
Potatoes (1 kilo) 10 
Beef (1 kilo) 120 /180 
Tea (1 kilo) 2250 
Soap (1 bar) : 
Cotton dress ... 1260 /1500 
Woman's shoes a ~ 
Man’s leather shoes ... 2900 
Man’s me 46 
Man’s woollen suit 7980 /9000 


Woman’s woollen suit 


U.S.A. 

N.Y. Times N.Y. Times 
55 7 
20 2 
780 60 
264 i) 
13 5 
395 90 
2880 90 
2460 3 
1380 120 
4320 210 
6720 320 
300 12 
22560 1465 
10560 690 


Quoted in Socialist Commentary, London, February 1951. 














Week-Kneed Financial Policies 


of the Democracies 


By Harold Wincott 


To: finance is in a purely derisory 
position. And a reckless price we 
are paying for that state of affairs. So 
much has been evident ever since 1945, 
for it is broadly true to say that 
the primary origin of every crisis 
that hit us between 1945 and early 
1950 was financial. What is not 
so evident is the fact that for much 
of the trouble that has tortured our 
economy since the Korean war started 
we must blame financial laxity—in all 
the democracies, but more so in 
Britain than in most of the others. 

It is fashionable to excuse the 
vicious twist to the inflationary spiral 
we have endured since June last year 
on the grounds that we have 
“imported”’ it or that it was beyond our 
control. This is a convenient alibi 
which clearly has some justification. 
In so far as it is justified, however, the 
alibi is in large measure a pitiless 
commentary on the week-kneed financ- 
ial policies of the democracies. Had 
any of the major democracies be 
seized of the need for real financial 
discipline at such a time, then adequate 
concerted action could have been taken 
internally in each country and much 
of the recent distortion avoided. 

We have been seeing, in the last 
six months or so, a practical demon- 
stration of the state of affairs to which 
Sir Geoffrey Heyworth referred at the 
Lever Bros & Unilever meeting in 
1947. Sir Geoffrey then said that 


in his experience in a commodity 


From Financial Times, London, January 30, 1951 


boom such as the world experi- 
enced after the war we paid for the 
last 10 per cent. of our supplies more 
than three times the price of the other 
90 per cent. 


Little Done 


Starting from that thesis—1 would 
not argue as to the exact percentages 
involved, but the recent position has 
been broadly as Sir Geoffrey stated 
it-—-we may ask what the democracies 
have done, in the way of financial dis- 
cipline, to restrain or abolish the 
last 10 per cent. of demand. The 
answer, in this country, is pre- 
cisely nothing. Elsewhere, some ac- 
tion has been taken, but obviously 
on the evidence of markets (and 
markets don’t lie, which is why the 
Socialists abolish them) it has been 
quite inadequate. 

The real responsibility is clearly 
governmental. Governments today 
are responsible for the volume of 
money—for Budgets, for the spending 
of enormous proportions of national in- 
comes, in large degree for price levels, 
for interest rates, for the ability of 
banking systems to make advances, 
for hire-purchase facilities and so on. 
We are told that in the old days things 
went wrong in the monetary sphere 
because, for example, the volume of 
money was governed by the accidental 
discovery of a new goldfield ; that 
credit was expanded or contracted on 
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the whim of irresponsible and greedy 
private individuals. 


The Mad Boom 


Turn the control of money and 
credit over to Governments, we were 
urged, and the bad old days would go 
for ever. Kitchin’s trade cycle chart, 
mapping economic history since 1790, 
hangs on the wall behind me as I 
write. Believe me, it shows no 
movements in commodity prices in 
the days of “chaotic laissez faire’’ so 
violent as those we have seen since we 
went in for ‘‘planned economies.” 

In this country, we have not 
taken one single step in the financial 
sphere to check or control this mad 
boom. Bank rate has been in discard 


since 1939 (and, effectively, since 1932). 


Any consumer of raw materials has 
been; free to bid for his require- 
ments and to finance them from 
his bank at 34 per cent. upwards 
(with rates lower than 34 per cent. 
for especially favoured customers), 
or by selling his gilts to a Government 
which limits if it does not altogether 
obviate any loss on the transaction. 
There has been no contraction of 
credit, no real reduction in Govern- 
ment spending. The Public Works 
Loan Board continues to provide its 
“‘metaphysical” subsidy by lending 
to local authorities at 3 per cent. when 
they'd have to pay 34 per cent. in the 
market. Purchasing power is boosted 
by subsidies and rent control. With 
fuel and sheet steel and other metals in 
desperately short supply, every nation- 
alised gas and electricity show-room 
in the country has been offering fires, 
stoves,refrigerators and washing mach- 
ines on easy terms. If any consumer 
has run out of cash to finance his 
nersonal stockpiling, he can still get 
a inortgage on his house at 4 per cent. 
from the building society. 

In these circumstances, we have 
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certainly done everything possible 
to ensure that that last 10 per cent. of 
demand hoisted prices to a fantastic 
extent. 


Thereby we have raised the cost 
of rearmament far beyond the cost 
which higher interest rates would, 
temporarily, involve. Thereby we 
have done our best to ensure that the 
Russian stratagem—the maximum dis- 
location of the economies of the dem- 
ocracies, without the trouble of war— 
shall succeed. And, so far as I can 
judge, it’s all accepted as perfectly 
normal and proper. 


THK FCONDMIC NICKrCT 











Vicious Spiral of Full Employment 


Inflation ... Controls ... More Inflation... 
More Controls... 


By Professor F. A. Hayek (Chicago) 


ULL employment policies as at 

present practised attempt the quick 
and easy way of giving men employ- 
ment where they happen to be, while 
the real problem is to bring about a 
distribution of labour which makes 
continuous high employment without 
artificial stimulus possible. What this 
distribution is we can never know 
beforehand. The only way to find 
out is to let the unhampered market 
act under conditions which will bring 
about a stable equilibrium between 
demand and supply. But the very full 
employment policies make it almost 
inevitable that we must constantly 
interfere with the free play of the 
forces of the market and that the 
prices which rule during such an ex- 
pansionary policy and to which supply 
will adapt itself, will not represent a 
lasting condition. These difficulties 
arise from the fact that unemployment 
is never evenly spread throughout the 
economic system, but that at the time 
when there may still be substantial 
unemployment in some sectors, there 
may exist acute scarcities in others. 

The purely fiscal and monetary 
measures on which current full 
employment policies rely are, however, 
themselves indiscrimate in their effects 
on the different parts of the economic 
system. ‘The same monetary pressure 
which in some parts of the system 
might merely reduce unemployment 
will in others produce definite inflat- 
ionary effects. If not checked by 
other measures, such monetary pres- 


From I.P.A. Review, Institute of Public Affairs, Victoria, Australia, December 1950 


sure might well set up an inflationary 
spiral of prices and wages long before 
unemployment has disappeared and - 
with present nation-wide wage bargain~ 
ing—the rise of wages may threaten the 
results of the full employment policy 
even before it has been achieved. 

As is regularly the case in such cir- 
cumstances, the governments will then 
find themselves forced to take measures 
to counteract the effects of their own 
policy. The effects of the inflation 
have to be contained or “repressed” 
by direct controls of prices and of 
quantities produced and sold: the 
rise of prices has to be prevented by 
imposing maximum prices and the 
resulting scarcities must be met by a 
system of rationing, priorities and 
allocations. 

The manner in which inflation leads 
a government into a system of overall 
controls and central planning is by now 
too well known to need elaboration. 
It is usually a particularly pernicious 
kind of planning, because not thought 
out beforehand but applied piecemeal 
as the unwelcome results of inflation 
manifest themselves. A government 
which uses inflation as a means of 
policy but wants it to produce only 
the desired effects is soon driven to 
control ever increasing parts of the 
economy. 


Central Planning and Inflation 


The connection between inflation 
and controls and central planning is 
however not only a one-way con- 
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nection. That inflation leads to con- 
trols is nowadays widely seen. But 
that once an economic system has 
become cluttered up and encumbered 
with all sorts of controls and restric- 
tions, continued inflationary pressure 
is needed to keep it going is not yet 
generally understood but no _ less 
important. It is indeed a fact of 
crucial importance for the under- 
standing of the self-perpetuating and 
self-accentuating character of the mod- 
ern tendencies in economic policy. 


Since the measures intended to 
counteract inflation are designed to 
damp the uplift which the inflationary 
stimulus would cause, it is inevitable 
that they should also act as a damper 
to the spontaneous forces of recovery 
as soon as the inflationary pressure is 
relaxed. If most of the post-war 
economies do not show a greater 
resiliency and spontaneous strength, 
this is largely due to the fact that they 
are smothered by controls and that, 
whenever, improvement flags, instead 
of a removal of all those hindrances an 
even stronger dose of inflation is de- 
manded which sooner or later leads to 
further controls. 


This tendency of the existing con- 
trols to produce a further demand for 
inflationary pressure is especially im- 
portant in view of the widely held view 
that, if only the inflationary tendencies 
could be brought under control, the 
restrictive measures will subsequently 
prove unnecessary and readily be 
removed. If the connection between 
inflation and controls is a mutual one 
as here suggested, this view would 
prove to be incorrect and to act on it 
necessarily lead to failure. Unless 
the controls are removed at the same 
time when expansion is discontinued, 
the pressure for its resumption will 
probably be irresistible as soon as the 
deadening effect of the controls makes 
itself felt. 
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Inflation Masks Inefficiency 


An economy paralysed by controls 
needs the extra stimulus of inflation 
to keep going at anything near full 
rate. Where the controls deprive the 
entrepreneur of all scope for initiative, 
freedom of choice and the assumption 
of responsibility, where the govern- 
ment in effect decides what and how 
much he is to produce, he must at 
at least be assured of a certain sale if it 
is to be worth his while to carry on. 
It is because extensive government 
controls have almost always been 
accompanied by more or less inflat- 
ionary conditions that they have not as 
completely paralysed all economic 
activity as seems inevitable to the 
outside observer, who learns of the 
maze of permits and licences through 
which any manufacturer who wants to 
do anything has to find his way. 

To such an observer it seems at 
first impossible that an entrepreneur 
so largely deprived of the control of 
his costs and the nature and the 
quantity of his products should still 
be willing to run any risks. The ans- 
wer is that he is in fact relieved of the 
main risk by the creation of conditions 
in which almost anything which can be 
produced can also be sold. The 
inefficiency of such a “planned econ- 
omy” is concealed by the effects of 
inflation. 

But as soon as inflationary pressure 
disappears the whole force of all these 
impediments to successful production 
makes itself felt. The very controls 
which in the first instance were im- 
posed to keep the effects of inflation 
under control make it thus more dif- 
ficult to stop inflation. If, while the 
controls remain, stable monetary con- 
ditions were restored, unemployment 
would at once make its appearance. 
The impression would be created that 
continued expansion is an indispens- 
able condition for maintaining a high 
level of employment, while in fact 
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what is needed is the removal of the 
controls which hamper trade, even if 
as a result some of the hitherto con- 
cealed effects of inflation should be- 
come apparent. 


Drug-Addicted Society 


If these considerations are correct, 
they cannot but make one feel very 
pessimistic about the prospects of a 
reasonable economic policy being 
adopted in the foreseeable future. In 
the present state of public opinion they 
are most unlikely to be listened to. 
The habit of inflation has often been 
compared to the addiction to a stim- 
ulating drug. But the position of a 
society which has become addicted to 
the drug of inflation is even worse 
than that of an individual in the cor- 
responding case. One has to conceive 
of a position in whjch the adminis- 
tration of, say, morphium to sufferers 
were to be decided under the influence 
of mass psychology and where every 
demagogue who knows just a little 
more about these things than the 
crowd would be able to offer an effec- 
tive means to relieve present suffering 
while the more remote harm his rem- 
edy causes is understood only by few. 

The rapidity with which the full 
employment ideology has taken hold 
of public imagination, the manner in 
which in the course of the process a 
subtle although probably mistaken 
theoretical reasoning has been turned 
into a crude dogma, and not last the 
way in which certain bigots of the new 
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doctrine who ought to know better 
represent the issue as if it were a choice 
between long lasting mass unemploy- 
ment and the wholesale application of 


‘their prescriptions, make one some- 


times despair about one of the gravest 
issues of our time: the capacity of 
democratic institutions to handle the 
tremendous powers for good and evil 
which the new instruments of econom- 
ic policy place in their hands. 

If the outcome of economic policy 
is not to be altogether different from 
what has been desired, if we are not to 
be driven from one expedient to 
another, economic policy more even 
than ‘any other must be long range 
policy, governed less by the pressing 
needs of the moment than by an 
understanding of the long period 
effects. It was certainly wise that at a 
time when the scope and objectives 
of monetary policy were much more 
limited, its direction was placed in the 
hands of bodies not directly subject to 
political control. It is understandable 
and perhaps inevitable that once the 
much greater use of these powers is 
recognised, it should become a major 
political issue. But it must appear 
more than doubtful whether in the 
nature of democratic institutions it is 
possible that democratic governments 
will ever learn to exercise that res- 
traint, which is the essence of economic 
wisdom of not using palliatives for 
present evils which not only create 
worse problems later but also con- 
stantly restrict the freedom of further 
action. 


eet 


SNAPSHOT OF U.S.A. 


The American economy is the richest productive mechanism the world has ever 


known. 
000 are women. 
them in retail trade and services. 


It operates with a civilian working force of 61,000,000, of whom 17,500- 
It comprises 4,000,000 business enterprises, more than half of 
Its 240,000 factories pay out 40,000 million 


dollars a year in wages and salaries to their workers, of whom 16,000,000 


belong to unions. 


Its 6,000,000 farms cover more than 1000 million acres. 


Harry Schwartz, New York Times, January 29, 1951 








Mineral Resources of Atlantic Union 


By Alan F. Matthews 
Editor, U.S. Minerals Yearbook 





Living standards and defence ab- 
ility both depend upon industrial 
power. In turn this depends upon 
the availability of minerals. What 
would be the mineral resources of 
the Atlantic Union which has been 
proposed by the Freedom and 
Union Organisation under the 
Presidency of Clarence Streit 
(author of Union Now)? This 
union would amalgamate, as a 
nucleous for a much wider union, 
the United States, Canada, the 
United Kingdom, France, Belgium, 
the Netherlands, and Luxembourg. 
How would the combined mineral 
resources of these countries compare 
with those of the United States 
alone, and with those of the Com- 
munist bloc ? 

These are questions of urgency 
in view of the decision to rearm the 
West in the hope of avoiding future 
world war. They have been dealt 
with in the research report for the 
Freedom and Union Organisa- 
tion outlined below. 











peas report is reassuring for the 
proposed Atlantic Union but far 
from satisfactory as regards the U.S. 
alone ; far less satisfactory for any 
other democracy taken by itself. It 
is revealed too, that the position gained 
by the Communist powers is far less 
than would be that of the Atlantic 
Union. 

There are upwards of 100 minerals 
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of commercial importance; 15 are 
crucial from an economic and military 
standpoint—coal, petroleum, iron, 
manganese, chromium, nickel, copper, 
aluminium, lead, zinc, tin, uranium, 
sulphur, phosphate, and potash. The 
report is confined to these, plus gold 
and thorium, and six outstanding 
mineral manufactures - steel, petrol- 
eum products, copper, aluminium, 
sulphuric acid, and cement. 

Although the U.S. has only six 
per cent of the world’s population 
and seven per cent of its area, it 
operates more than 50 per cent of 
the world’s present heavy industrial 
capacity. Yet it depends almost en- 
tirely on other countries for four of 
the crucial minerals—manganese, nick- 
el, chromium, and tin. 

For five others—copper, aluminium, 
lead, zinc, and uranium—it depends 
on other countries to the extend of 
at least one third of its requirements. 
Thus, in only six of the fifteen minerals 
is the U.S. self-sufficient—coal, pet- 
roleum, iron, sulphur, phosphate, and 
potash. 

Communist heavy industry has far 
less productive power than that of the 
U.S. The Communist bloc, how- 
ever, while seemingly weak in tin and 
petroleum, is not so deficient in any 
of the 15 essential minerals as is the 
U.S. in manganese, tin, chromium 
and nickel. It would seem that the 
Communist bloc is at present more 
self-sufficient in minerals than the U.S. 

The proposed Atlantic Union would 
on the other hand, operate some two- 
thirds of the world’s heavy industrial 
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capacity—as compared to about a 
fifth for the Communist bloc—and 
would be virtually self-sufficient in 
all the fifteen essential minerals. In 
a weighted calculation basis, the mines 
of the U.S. yield about a third of the 
world output of the fifteen basic 
minerals, while the other six Atlantic 
partners (considered as a group and 
with overseas territories) contribute 
another third. 

The post-war policy of the “Union 
Now” organisation would include 
beside the Atlantic Union, the fo:low- 
ing ycountries within a democratic 
federal union: Australia, New Zealand, 
Union , of South Africa, Ireland, 
Denmark, Iceland, Sweden, Switzer- 
land, Norway, the Phillipines, and 
Indonesia. 

Such a very wide Union would 
produce from 55 to 85 per cent. of 
thirteen of the fifteen basic minerals. 
Considering other friendly sources of 
supply it would be in a reasonably 
secure position in regard to the other 
for it would produce 47 per cent. of 
the world’s chromium, and 33 per 
cent. of the manganese. Its strength 
in thorium would also be raised, and 
it would yield 68 per cent. of the 
world’s gold. 


‘Untapped Resources 


What of unmined reserves ? 
search shows that the U.S. is in a more 
vulnerable position here than as re- 
gards present and near-future pro- 


Re- 


duction. The Communist bloc is 
weaker than the U.S. in such basic 
reserves as coal, petroleum, iron, lead, 
copper, and zinc. It is however, 
in a stronger position in reserves than 
in present and near-future production, 
save in petroleum, iron}-and lead. 
The Atlantic Union would be much 
stronger in reserves than either the 
U.S. alone or the entire Communjst 


bloc. The wider “Union Now’ fed- . 


eral Union, would, of course, be even 
stronger. 
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The proposed Atlantic Union part- 
ners, although at present producing, 
on a weighted calculation basis, two- 
thirds of the world’s output of the 
fifteen basic minerals, yet contain 
within their territories only 50 per 
cent of the world’s known unmined 
reserves. There is, however, one 
big compensating factor. Technol- 
ogical advances, always more possible 
under conditions of personal freedom, 
are continually enlarging mineral re- 
serves by making it possible to utilise 
lower-grade deposits. 

Steel-making and the ability to 
wage successful war are one aspect of 
the same thing within a war economy. 
Although well endowed with iron, the 
U.S. is woefully lacking in the essential 
alloy-making metals. Of each 13 lb. 
of manganese needed to make one ton 
of steel, the domestic mines do not 
contribute so much as half a pound. 
The U.S. steel mills would come to a 
virtual halt except for the imports 
from such democracies as the United 
Kingdom (whose manganese mines 
are in the Gold Coast), the Union of 
South Africa, and such friendly 
nations as Brazil and India. U.S. 
steel-making also needs chromite, 
99 per cent. of which must be sought 
in other countries, notably the Union 
of South Africa, the United Kingdom 
(mines in Southern Rhodesia), and 
the Phillipines. 

Those who believe that the U.S. 
can independently determine its own 
military strength might well ponder 
the atomic energy situation. Atom 
bombs (whether of the uranium, 
plutonium, or hydrogen type) can 
only be made at present from uranium. 
Thorium is a potential accessory raw 
material. 

The vast atomic installations at 
Oak Ridge and Hanford have, from 
the very beginning, operated to a 
large extent on uranium supplied by 
other democracies who would form 


part of the suggested Atlantic Union, 
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Considered alone, the economy of 
France is barely able to sustain a 
fruitful atomic energy programme. 
The atomic projects begun in Norway, 
Sweden, and the Netherlands are not 
likely to get far on their own. 


The Way Ahead 


Minerals being a foundation of 
national power, their availability plays 
a strategic role of the utmost import- 
ance in the contest between freedom 
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and totalitarianism. The mines and 
refineries of the democracies add to 
an impessive total. Concluding, the 
author declares: “One may con- 
fidently predict that even greater 
efficiencies in mining and processing 
would develop, and larger capacities 
would be in demand, if the citizens of 
the democracies federated in as full 
an economic, monetary, political union 
as the U.S. forms at the present time’. 

Howard Fox 
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CANADA’S NEW OILFIELDS 
Impressive Progress Report for 1950 

During 1950 remarkable progress was made with the development of the new 
oilfields in Western Canada. At the beginning of the year 1,084 oil wells were 
in production, and by December 25 the number had, at 1,975, almost doubled. 
At present the most important fields are Redwater (699 operating wells), Wood- 
bend-Leduc (596), Turner Valley (329), and Lloydminster (167). 

Dr. T. A. Link, who is regarded as Canada’s most expert appraiser of oil 
reserves, now estimates the proved reserves of the West at a minimum of 
1,033 million barrels and a maximum of 1,740 millions. If only the lower 
figure proved correct this would represent, at a bedrock price of 2 dollars a barrel 
at the wellhead, about 2,066 million dollars of new wealth. Production has been 
steadily mounting and in October the output of Alberta alone reached 2,365,393 
barrels (a daily rate of over 76,000 barrels), which was a gain of about 18 per 
cent. over the July figure of 1,990,000 barrels. Moreover, since the economically 
accessible local market is saturated, production has been deliberately held down 
until the facilities for processing and distributing the oil to wider markets are 
enlarged. 

All the existing oil refineries in the West are now being enlarged and two 
new plants are being built at Winnipeg, with another at Edmonton. The con- 
struction of the Interprovincial Pipeline, undertaken by the Imperial Oil 
Company, a Rockefeller corporation, has been completed for 1,137 miles south- 
eastward from Edmonton. With a capacity of 95,000 barrels a day it is now in 
operation to Regina, Saskatchewan, and branch lines have been built to Winni- 
peg, Brandon, and Moose Jaw. ‘The pipeline is expected to reach its terminal 
at the port of Superior, in Wisconsin, United States, sometime in the late spring, 
and by that time two of the largest oil tankers ever built in Canada will have been 
delivered and be available to carry the oil down the Great Lakes. It should then 
be possible to increase the production of oil in Alberta to 100,000 barrels a day, 
approximately one-fourth of Canada’s national consumption. 

From Manchester Guardian, January 23, 2951 
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SOVIET CANAL WILL LINK BALTIC AND BLACK SEA 

The Soviet Union is making good progress in building its canal system and, 
by the spring of 1952, the country hopes to be able to move ocea 1-going naval and 
merchant vessels from the Baltic to the Black Sea directly across the great Russian 
plain, eliminating the circuitous route through the Atlantic and the Mediterranean. 

This prospect is opened by the announcement that a canal linking the Volga 
and Don Rivers is to be completed this year. 

Soviet commentators boast that completion of this canal will make Moscow a 

rt for five seas. They emphasize that tremendous economies will result when 

krainian coal from the Donets Basin can be carried east and north by water to 
the Volga and when lumber and other products can be carried by ships in the 
other direction. 
Harry Schwartz, New York Times, January 29, 1951 








Canadian Dollars for Overseas 


Investment 


Report of Advisory Committee Appointed by 
Canadian Minister of Finance 





In September 1949, on the eve of 
Sterling devaluation, representatives 
of Britain, Canada and U.S.A. met 
in Washington to consider measures 
to achieve a satisfactory balance 
of payments between the dollar and 
sterling areas. Thereafter a Com- 
mittee of Business men was set up 
in Ottawa to advise the Government. 
Its report is here summarised. Chair- 
man of the Committee was Gordon 


R. Ball, Bank of Montreal. 











HE trend of events may seem at 

first sight to have pushed the reviv- 
al of private overseas investment even 
further into the background. On the 
one hand, international tension has 
increased. On the other, aided by 
more realistic exchange levels and by 
buoyant North American demand for 
imports, reflecting the speeding up of 
rearmament, the dollar earning capac- 
ity of the sterling area and other over- 
seas countries has shown a very con- 
siderable improvement. But a longer 
view, if anything, emphasizes the des- 
irability of an enhanced flow of invest- 
ment funds from this continent. 

For Canada, particularly, the prob- 
lem of the buying power of over- 
seas nations is still pressing. In 
recent months strong demand from 
the United States, some of it probably 
of a temporary nature, has tended to 
mask the fact that our exports to 
traditional overseas markets are still 
on the downward trend. An out- 


From Business Review, Bank of Montreal, January 23, 1951 


ward movement of Canadian capital 
could therefore play a useful role in 
putting Canadian dollars in the hands 
of overseas customers, increasing their 
productive capacity, providing new 
or larger sources of supply outside the 
hard currency area, and at the same 
time improving Canadian export pro- 
spects in these markets. 

The report which has emerged as a 
result of the Committee’s study of 
these problems is essentially a prac- 
tical document. It does not make 
the facile assumption that, because a 
development is desirable, its accom- 
plishment is readily possible. Limit- 
ing factors are fully recognized both 
in terms of the nature of the Canadian 
economy itself and of the specific 
obstacles which confront the individual 
Canadian enterprise attempting to 
maintain, expand or initiate a direct 
investment project abroad. 


Canada’s Balance Sheet 


Commenting on the factual back- 
ground the report points out that, as is 
natural in the case of a young and 
growing country, the outstanding 
amount of foreign investment in 
Canada is greatly in excess of Canadian 
investment abroad. At the end of 
1949 non-resident investment in Can- 
ada amounted to 7,977 million dollars 
of which 5,890 million dollars was 
held in the United States and 1,752 
million in the United Kingdom. Over 
the years the relative position of these 
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two major sources of capital supply has 
altered greatly. Back in 1914 Brit- 
ish investment in Canada was approx- 
imately 2,800 million dollars as com- 
pared with U.S. investment of only 
900 million dollars. ‘Today something 
like 20 per cent, of Canadian industry 
is probably controlled in the United 
States, In contrast, Canadian private 
investment abroad is in much smaller 
figures, standing at only 1,531 million 
dollars at the end of 1949. Of this 
amount no less than 1,133 millions is in 
U.S. enterprises, with only 100 mil- 
lions in the United Kingdom and 298 
millions in other countries. In addi- 
tion to private external investment, 
substantial credits have been extended 
by the Canadian government to the 
United Kingdom and other overseas 
countries since the war and at the end 
of 1949 were outstanding in the 
amount of 2,000 million dollars. 
Looking at Canada’s economic cap- 
acity to increase her investment 
abroad the Report emphasizes, as a 
basic factor, that in contrast to the 
United States, Canada does not cust- 
omarily have a large over-all surplus 
on current international account. 
True, we do have, traditionally, a 
surplus in our trade with the sterling 
area. Nevertheless what Canada 
can do by way of external invest- 
ment depends in great part on the 
condition of this country’s over-all 
balance of international payments and 
particularly upon the adequacy of our 
reserves of U.S. dollars. The con- 
sequences of an outflow of on 
from Canada beyond the limits of our 
economic capacity would thus be a 
decline in Canada’s exchange reserves, 
and if the outflow were large or pro- 
longed, a significant alteration in the 
exchange value of the Canadian 
dollar. A corollary to this, of course, 
is that our ability to lend abroad will 
be improved to the extent that Canada 
in turn is a recipient of capital inflow 
from the United States, As the 
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Report points out, however, “there 
would be an obvious danger in such a 
process if it were to involve ‘borrowing 


’ 


short and lending long’ ”’, 


Private Capital 


With these broad considerations, 
however, individual enterprise is 
not directly concerned, The pri- 
ate investor quite properly bases his 
decision to invest, or not to invest, on 
prospects in terms of profit, equitable 
treatment and ability to repatriate 
capital and /or profits as desired, For 
a down-to-earth survey of factors 
affecting such individual decisions, 
the Committee drew upon the day- 
to-day experience of Canadian industry 
itself. A questionnaire was prepared 
by the Committee and sent to 73 
Canadian companies believed to have, 
or to have had, one or more external 
direct investment projects in countries 
other than the United States. Re- 
plies were received covering 119 in- 
dustrial ventures, together with the 
experience of a number of insurance 
companies, and representing, in all, 
an interest in no less than 67 countries. 

Limits of space do not permit a 
detailed discussion of the complex 
and often acute problems arising out 
of the overseas investment experience 
of the affected concerns. In a large 
number of instances difficulties stem- 
med from the actions of other govern- 
ments. 


Multiple Taxation 


The Report discusses at some length 
the impact of international multiple 
taxation and its effects both on per- 
sonnel going abroad and on the in- 


vesting corporation itself. In general, 
foreign governments are at present 
imposing taxes at higher rates than 
Canadian rates and the Report sug- 
gests that Canada might take the 
initiative in seeking covenants to 
achieve a more equitable distribution 
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of the overall tax burden, It further 
recommends ,that the Canadian In- 
come ‘T'ax Act be amended to provide 
that Canadian companies owning 25 
per cent. or more of the voting stock 
of a foreign venture be placed on the 
same footing as those that actually 
control foreign investments in that 
dividends received be exempt from 
Canadian tax, 

Looking at the broader aspects of 
the problem in its domestic context, 
the Committee points out that ‘'pri- 
vate investment, like trade, is 
essentially a two-way process’ and 
draws the conclusion that ‘one of the 
requisites of increased Canadian in- 
vestrnent abroad is the creation of 
conditions designed to maximize the 
inflow of outside capital into Canada”. 
This leads to a discussion of foreign 
exchange control and of the danger 
of control of capital transactions be- 
coming a permanent feature in many 
countries. An attitude of “vigilant 
scepticism” is suggested with res- 
pect to the necessity for continued 
exchange control in Canada. In par- 
ticular, the Committee questic ns the 
assumption that such control is in- 
definitely necessary because of the 
possibility of large and sudden with- 
drawals of outside capital from this 
country. “Given prudent conduct of 
our own affairs, Canada has little to 
fear in this respect’”’, while “the free- 
dom to withdraw one’s capital is in 
itself an important safeguard against 
excessive use of this right’. The 
Committee recognized that complete 
abadonment of exchange control 
would present difficulties, particularly 
under current conditions of inter- 
national tension. 

It suggested, however, that deliberate 
announcement of a policy aimed at 
eliminating exchange control and the 
implementation of that policy as 
rapidly as conditions permit, would be 
a valuable contribution which Can- 
ada herself could make to the recovery 


of international investment. 


Towards Mutual Agreements 


Turning to co-operative action with 
overseas countries, the Committee 
suggests exploration, with interested 
governments, of the possibility of con- 
cluding mutual agreementa designed 
to permit the free movement of capital, 
dividends or profits, ‘The report re- 
commends also that agreements be 
concluded to avoid unreasonable im- 
migration restrictions on movement 
of key personnel and technical ex- 
perts, Similar action is sought in 
respect of exchange restrictions limit- 
int the ability of overseas personnel of 
Canadian parent concerns to remit 
funds for such purposes as payments 
for insurance and other steps necessary 
“in the interests of their future 
security, the health of their families 
and the education of their children’, 

Again looking to the domestic 
scene, the Committee recommends 
that Canadian exchange control be 
liberalized to provide U.S. dollars to 
Canadian companies for purposes of 
direct investment in the U.S. dollar 
area, taking the view that such invest- 
ment should prove profitable for Can- 
ada in that it would earn a return in 
U.S. dollars which might ultimately 
strengthen Canada’s balance of pay- 
ments position. 

The last of the Committee’s specific 
recommendations suggests that the 
possibility of increasing Canadian 
external investment through the In- 
ternational Bank for Reconstruction 
land Development be given careful 
consideration. Already, some 14.7 
million of Canadian dollars have 
been loaned abroad by that institution, 
the funds having been made available 
through the use of a part of Canada’s 
initial subscription and also through 
market purchases of Canadian cur- 
rency by the Bank. In the Commit- 
tee’s opinion, however, both the in- 
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terests of the Canadian economy and 
the obj. tives of the Bank itself would 
be furthered if the Canadian investing 
oe were to be bought moredi rect- 
y into the picture, either through an 
issue of the Bank’s bonds in the Can- 
adian market or through the re-sale, 
to Canadians, of borrowers’ obligations 
already held in the Bank’s portfolio. 


Underdeveloped Areas 


While the Committee’s terms of 
reference were principally confined to 
private investment, it did note the 
need for a broader approach, involving 
governmental assistance, particularly 
with regard to under-developed coun- 
tries in Asia. This takes on added 
interest in the light of official Cana- 
dian participation at Colombo, Ceylon, 
in the formulation by Commonwealth 
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nations of a six-year plan for the co- 
operative economic development of 
Commonwealth countries in south 
and south-east Asia. 

The Committee’s investigations by 
no means reflect a “‘Pollyanna’’ attitude 
towards overseas investment but, as 
the Report emphasizes, “the realization 
that all pathways cannot be opened at 
once is no excuse for not attempting 
to clear away underbush wherever 
possible, and particularly any tangled 
growth which may surround our own 
doorstep”. In the Committee’s view 
“there appears to be a sizable volume 
of capital seeking outlets overseas for 
specialized investment purposes, and 
the impression is gained that any 
reasonable relaxation of existing ob- 
stacles and restrictions would be 
sufficient to encourage a further 
outward flow’. 
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India’s Jute Crisis 


A situation complicated by India’s devaluation, Pakistan's 
decision not to devalue, controls, high prices . 


UTE is still in the throes of crisis. 

And crises have been so much in 
the nature of our jute industry, that 
there has grown up an unfortunate 
impression that it can take anything 
in its stride. That the Indian jute 
industry has existed since devaluation 
on short supplies and yet with quite 
phenomenal prosperity is not so much 
a tribute to its capacity as to its luck. 
If prices of jute goods had not shot up 
to the present fantastic heights, all 
our jute mills would be losing: 
the fact that they are not losing must 
mean that the controls are ineffective. 
So long as a 424 hour week can be 
continued, the jute industry need not 
have undue sympathy; it is the 
country which is losing foreign ex- 
change and income tax by smaller 
profits. It is the country, even more 
than the industry, which today should 
demand with a loud voice that jute 
folly forthwith cease. 

The economics of jute is simple. 
India requires between twenty to 
thirty lakhs of bales (depending on 
hours of working) before the next 
jute crop arrives. This jute is still 
available in Pakistan, and presumably 
can be purchased if free purchase is 
allowed. Free purchase is hindered 
by the exchange tangle and by the 
fixation of controlled prices. The 
exchange tangle raises issues other 
than jute ; its economics has become 
simpler in the last three months as the 
terms of trade have moved in favour of 
Pakistan, and India is not so concerned 
to press a case for parity as she was in 


From Eastern Economist, New Delhi, February 2, 1951 


. and good luck 


September. The International Mon- 
etary Fund is free to fix a par rate for 
the Pakistan Rupee, weighing both 
short-term and long-term factors. 
It should be able now to make up its 
mind. 

Before the Korean war, it was our 
case that jute could only be purchased 
at prices which made manufactured 
jute the cheapest packaging material 
in the world. The same principle is 
applicable now but not the same price. 
There is no doubt that a rise in the 
price of raw jute from Rs. 35 to Rs. 45 
or even more would still be a remuner- 
ative price so long as the jute boom 
continues. And, of course, so long 
as the jute boom continues, a duty of 
Rs. 1,500 per ton on hessian is still 
consistent with jute’s being the cheap- 
est packing material in the world. 
What this implies is that while the old 
factors continue to apply, the old con- 
trolled prices do not. 


Loopholes of Evasion 


The Central Jute Board established 
under the West Bengal Government’s 
Ordinance has hardly been able to 
improve the situation and, as was only 
to be expected, the loopholes for 
evasion—which made the Government 
hesitate before undertaking Kapas con- 
trol—are now being faced in raw jute. 
No wise administrator can accept the 
suggestion now made to enforce 
procurement with the armoury of an 
inquisitorial police and with complete 
movement control ; meanwhile priv- 
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ate mill purchases and hoarding of raw 
jute in expectation of higher prices 
have defeated the procurement cam- 
paign. Even if it should succeed 
there will still remain the problem of 
making good the further wide gap in 
supply. 

Hitherto, the Commerce Ministry’s 
main objection against decontrol of 
jute manufactures was that it would 
involve the decontrol of raw jute also. 
Since the latter is by all accounts a 
lesser evil than the debacle into which 
the industry is presently being led, 
there can now be no hesitation in 
taking the step that is called for. The 
only other objection that troubled the 
Government in the past is the com- 
paratively minor one that an increase 
in the price of raw jute involved Rs. 
35 lakhs of extra cost to Government in 
its purchases for its own requirements 
and for fulfilling barter agreements. 
But since the revenues of Government 
are in any case augmented by the high 
export duties— and can further benefit 
if the price situation abroad permits 
it—the loss which at an outside esti- 
mate cannot in any case exceed about 
two crores of rupees (if raw jute 
increases as much as by six rupees a 
maund) should hardly cause worry. 


Basic issue—Price 


The issue of decontrol is thus an 
issue of price, The present decision 
should be decontrol, simply because 
what is required is a flexible price. If 
a higher controlled price were fixed 
for raw jute and jute manufactures we 
would certainly get more jute, but we 
would not get as much jute as with a 
free price, and we would not have so 
much to sell abroad. The issue of 
control or decontrol presented by the 
jute industry is not a general one. If 
stocks of raw materials or finished 

oods are fairly rigidly fixed, the case 
ea controls in a period of shortage 
can be made to stand. But when 
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controls prevent both the obtaining 
of the raw materials and the selling of 
finished goods, with relatively small 
internal consumption, how is a de- 
flationary policy equated with 
controls? The attempt to hold jute 
prices at present is inflationary ; for 
controls are ineffective in any case 
and black market prices, which are 
the only prices that prevail, are 
reckoned on artificially reduced pro- 
duction, The true price of jute 
manufactures will be lowered not 
raised by decontrol. Only the fictit- 
ious paper price will rise. 

Two immediate courses are open to 
the Government of India. The first 
of these is an overall agreement with 
Pakistan on all outstanding economic 
issues. There is no reason why, 
provided Pakistan shows a new willing- 
ness to discuss a bilateral agreement, 
this should be declined. But a sol- 











INDIA’S JUTE CRISIS 


ution for jute cannot wait for pro- 
tracted negotiations which, since they 
cover much more than jute, will be 
more exacting than a straight jute 
deal which has been difficult enough. 
The other course is decontrol. This 
can be accomplished unilaterally. But 
there should be no objection to both 
solutions being placed in _ train 
together ; decontrol of jute can take 
place with a long-term agreement pro- 
ceeding on a more leisurely course. 


Way of Wisdom 


Whatever may have been said of the 
past, there should be no cause for 
difference at present on the economics 
of the jute industry in the short or 
long period. The short period, in 
view of the defence programmes of the 
United; States and Great Britian in 
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particular, will not be less than three 
years. In these three years jute 
cultivation properly directed and left 
to the stimulus of a free price can make 
us far more independent of Pakistan 
than we are now. Pakistan has no 
such easy means of permanent es- 
cape. Surely it should be possible to 
conceive of a process of long-period 
trade which will not force jute self- 
sufficiency on us as a major plank in 
policy. Decontrol will provide us 
with a remedy for both periods. An 
encouragement to the Indian jute 


‘grower is, in the last analysis, the best 


defence of the Indian jute industry. 
For the first time the Indian Jute 
Mills Association seems to have awak- 
ened to the virtues of expensive jute. 
It is a tragedy now that other difficult- 
ies remain ; when will wider wisdom 
come ? 


——_—___-=<g>— 


Industrial Disputes in U.K. 1933-1950 








Number of Workers involved 
in Stoppages 


~~ Agregate Number of 
Working Days Lost in 
Year in Stoppages 





Beginning in Year 





Directly 














Indirectly 


In progress Beginning In progress 


in Year in Year in Year 





000’s 000’s 
138 1,019 
134 955 
279 1,849 
322 1,726 
610 3,132 
275 1,329 
337 1,352 
299 938 
361 1,076 
457 1,527 

1,805 

3,687 

2,827 

2,138 

2,389 

1,935 

: 1,805 

302 1,374 
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The average yearly number of days lost during the period 1914 to 1918 


was about 5,360,000. 


In the following three years the average was about 


49,140,000. From 1922 to 1932 (omitting 1926, when 162,000,000 days were 
lost, mainly in the coal mining dispute and general strike), the yearly average 

was about 7,560,000. From 1933 onwards the number of days lost fell, and in 
the 18 years 1933 to 1950 the yearly total of days lost ranged from 940,000 to 
3,710,000, the average being about 1,860,000. The average during the six war- 


years1940-1945 was 1,980,000. 


Ministry of Labour Gazette, London January, 1951 








New American War of Independence 


Federal Reserve versus Treasury 


HE Federal Reserve System was 

conceived thirty-seven years ago in 
the Administration of Woodrow Wilson 
as an American adaptation of the tradi- 
tional central bank. Above every- 
thing else the idea of independence 
was stressed by the framers of the 
Federal Reserve Act. The System 
must be able to act in the interest of 
economic stability, even though its 
policies at any given time might run 
counter to the prevailing interests of 
the banking community or the stock 
market, on the one side, or the 
Treasury, with its natural “ easy 
money ”’ bias, as the country’s No. 1 
borrower, on the other. 

Stripped of technical details, the 
function. of the Federal Reserve is to 
maintain stability of the money sup- 
ply, which is the basic force behind 
inflation and deflation. It seeks to do 
this by putting a brake on credit when 
supply is excessive, and by releasing 
the brake (and even using the acceler- 
ator) when the problem is one of 
excessive credit contraction, or defla- 
tion. This means that it must be 
prepared to move freely in the direc- 
tion of ‘“ tightening’ money or 
“ easing” money as the situation may 
demand. 

Prior to the Second World War 
the Reserve had been employing an 
easy money policy for several years 
because of the depressed state of the 
national economy. When the Treas- 
ury found itself faced with the task 
of financing deficits in amounts of 
unprecedented magnitude, the Res- 
erve deferred tothe latter’s convenience 
and continued its easy money policy 
at a cost in terms of price inflation 
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during and after the war which, 
whether necessary or not, was incal- 
culable. 


Post War Disputes 


With the war and demobilization 
over, the Reserve has maintained that 
the time had come for the Treasury 
to stand on its own feet. It should, 
said the Board, sell securities bearing 
interest rates that were related to 
market conditions, rather than be 
dependent upon the Reserve to step 
in and take the surplus off the market. 

There are two reasons behind this 
position of the Reserve, reasons which 
are unassailable, in our opinion, if the 
Reserve is to maintain its usefulness 
to the economy, a usefulness which 
was never more obvious. One is that 
released from its commitment to 
support the Government market, 
regardless of whether interest rates on 
Government securities are realistic 
or not, it can resume its original, and 
much more important, responsibility 
of combating inflation (or deflation 
as the case may be). The other is 
that to support the Government 
security market it must buy Govern- 
ment bonds, and for every million 
dollars it buys it creates a million 
dollars of commercial bank reserves, 
and for every million of such reserves 
the commercial banks can expand 
their credit by six millions. 

This is the central issue between 
the Reserve and the Treasury—the 
issue of whether the convenience of 
the Treasury or the general interest 
of the nation is to be paramount in 
determining money policy. 


From New_York Times, February, 7, 1951 

















DIGEST BOOK REVIEW 


The Life of John Maynard Keynes 


By R. F. Harrod 


oer appearance of this book is a 
notable event. Its publication has 
been awaited with interest, and it 
fulfils expectations. The  author’s 
long association with Keynes qualifies 
him to speak with authority on the 
different aspects of a many-sided 
career. 

As a biography it is unlikely to be 
superseded, but many years may 
elapse before a final assessment can be 
made of the economic theories with 
which Keynes’s name is linked. 

In tracing the development of 
Keynes’s thinking, Mr. Harrod pro- 
vides a running commentary of ex- 
planation and sometimes of critic- 
ism which the ordinary reader will 
find of the greatest assistance in under- 
standing what it is all about. This is 
particularly true of the chapter which 
discusses “The General Theory of 
Employment, Interest and Money’. 

The General Theory is an analysis, 
in terms of fundamental economic 
principle, of the causes of unemploy- 
ment. Keynes’s aim in writing the 
book, many passages of which are 
difficult, was to convert his pro- 
fessional colleagues. 

“He judges that a direct appeal to 
the people would be in vain, unless it 
could be reinforced by the majority 
of economists speaking with one voice. 
Despite all the trials he had endured, 
he remained confident of his ultimate 
power to convert the world to his way 
of thinking. He believed, further- 
more, that, when this conversion was 
effected, there would be a great revival 
of courage and faith in the possibility 
of realising ultimate social values. 


The Life of John Maynard Keynes by R. F. Harrod, MacMillan & Co Ltd., London, 


Men would rejoice in the prospect of 
being able, after all, to cure the great 
social evils of unemployment and 
poverty without having to endure the 
oppressive alternative of _ state 
socialism.” 

In a letter to George Bernard Shaw, 
Keynes wrote : 

“To understand my state of mind, 
however, you have to know that I 
believe myself to be writing a book on 
economic theory which will largely 
revolutionise—not, I suppose, at once 
but in the course of the next ten years 
—the way the world thinks about 
economic problems. When my new 
theory has been duly assimilated and 
mixed with politics and feelings and 
passions, I can’t predict what the final 
upshot will be in its effect on action 
and affairs. But there will be a great 
change, and, in particular, the Ricar- 
dian foundations of Marxism will be 
knocked away.” 


Harrod’s Estimate 


Mr. Harrod’s own estimate of the 
book’s importance may be judged 
from the following extracts : 

“Keynes certainly claimed to be 
promoting a revolution of thought. 
The more comprehending critics have 
had some doubt, on the ground that 
his main work did no more than sub- 
stitute one system of concepts for 
another. In the physical sciences 
some crucial test is usually available 
to decide between conflicting theories. 
If Keynes was really to be successful, 
he should have been able, it is argued, 
to refute, say, Mr. D. H. Robertson, 
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by showing a set of facts which the 
Keynesian doctrine would fit, while 
the older would not. Unhappilly the 
state of economics is not so advanced. 
It is true to say that the Icy esian 
scheme consisted in essence in a set 
of new definitions and a re-classifica- 
tion. He asked us to look upon the 
multifarious phenomena of business 
life, and order them in our minds in a 
different way. In a certain sense one 
‘annot dGgmatically affirm one way to 
be right and the other to be wrong. 
Unless there is a logical flaw in one 
classification or another, it should be 
possible to sort out the facts so that 
they fit into either. Each classifi- 
cation must be judged by the ease with 
which the facts can be fitted and by the 
illumination one receives when ex- 
amining the facts thus classified. 
One can only judge the alternative 
systems by using them in relation to 
various problems and situations. It 
is by actual use and application, not 
by logic, that Keynes has been, and 
will, I am confident, continue to be, 
triumphantly vindicated. The real 
defect of the classical system was 
that it deflected attention from what 
most needed attention. It was 
Keynes's extraordinarily powerful in- 
tuitive sense of what was important 
that convinced him that the old 
classification was inadequate. It was 
his highly developed logical capacity 
that enabled him to construct a new 
classification of hisown. It took him 
ten years to do so.” 

““ Keynes’s classification has now 
been tested in use for a number of 
years. I am confident that those who 
have become accustomed to it will 
never wish to give it up for the old 
scheme of thought.’ It gives a sense of 
immense release. Of course, it has 
many serious pitfalls; but so has the old 
scheme. Where, so it seems to me, 
the older generation has been at fault 
has been in not judging the new system 
primarily by the test of using it. It 
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may both be true that many things said 
by Keynes had been said, or could 
have been said, in the old terminology, 
and that his scheme has tempted its 
users into certain errors, and yet re- 
main also true that, on the whole and 
on balance, his scheme is far superior. 
The older generation of economists 
looked at the new model car from the 
curb of the pavement and pointed out 
all sorts of features which they thought 
unsatisfactory ; but they lacked the 
courage to get into it and drive away 
in it ; had they done so, they would 
not have wished to return to the old 
make.” 


Keynes Inconsistent ? 


Mr. Harrod deals at some length 
with the failing for which Lord 
Keynes has been most widely critic- 
ised, that of inconsistency. His ver- 
dict isthat there is a remarkable consis- 
tency in the development of Keynes’s 
theories and practical proposals, 
though all the time his thought was 
undergoing an evolution. One of 
the reasons for this conclusion is that 
there was a misunderstanding by his 
critics of the rift of Keynes’s thought, 
for which he was partly responsible. 
He was keenly alive to the arguments 
on both sides of a question, and might 
appear to be arguing now on one side, 
now on the other, to correct the bias 
of his interlocutor. 

A notable instance of a change of 
view was Keynes’s veer towards Pro- 
tection in and after 1930, as a remedy 
for unemployment ; and his reversion 
towards free trade at the end of his 
life. Mr. Harrod explains this volte 
face as follows. During the American 
Loan negotiations, Keynes was keeply 
impressed with the reasonableness of 
the Americans and by the success 
which the negotiations achieved in 
finding means for mitigating the 
severities of an open-trading system 
in all cases reasonably requiring 
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special treatment. 

“He had not given his mind very 
fully to these problems in the pre- 
ceding years. As he now sat and 
listened, his thoughts underwent a 
change. After all, he had always been 
an internationalist himself, and had 
only despaired of a revival of greater 
freedom of trade because he judged 
that other nations would be unco- 
operative. But now the Americans 
were being extraordinarily co-oper- 
ative. Large new vistas opened up. 
We need no longer be content with a 
nationalist experiment in Keynesian 
economics, implying some measure 
of autarky, but could take the 
better path of an experiment in Key- 
nesian economics on a world scale 
and not forgo the full benefits which 
flow from international trade. His 
mind reverted to Adam Smith and 
to the great truths which he preached. 
Of course they were truths ; but for 
him they had been submerged in 
recent years by what seemed to be 
the more urgent problem of mass un- 
employment and trade depression. 
So long as the present-day followers 
of Adam Smith refused to recognise 
these new problems, he would not 
preach their gospel. Yet he would be 
far happier preaching that gospel ; 
and these conversations during the 
Loan negotiations convinced him that 
he could now do so without sacrificing 
any of his cherished principles re- 
lating to employment and trade de- 
pression. The Americans seemed to 
be as fully convinced as he that a nation 
should not be compelled by her open 
trading commitments to take action 
likely to lead to domestic slump.” 


Bretton Woods 


The chapter on Bretton Woods 
gives the inner story of the discussions 


between the British and American 
delegations which led up to the est- 
ablishment of the International Mon- 
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etary Fund and the International 
Bank. Keynes did not achieve as 
much as he hoped, but what he did 
achieve was considerable. As Mr. 
Harrod says: 

“His original plan, with its broad 
scope, had been sadly whittled down. 
He could hardly have expected other- 
wise. Indeed, in the early days of 
the Treasury talks, two and a half 
years ago, those who sat round the 
table would have been amazed to 
learn that anything nearly so like the 
original scheme would be accepted 
by forty-four nations. There had been 
general enthusiasm. Above all, the 
sustained and active co-operation of 
the Americans was heartening. So 
long as that co-operation continued, 
the schemes ought not to fail. 

“To have devised in the quiet of 
one’s study a new economic theory 
which determined the nature of the 
economic thinking of the younger 
generation in two great nations, to 
have gone further and devised prac- 
tical proposals for international co- 
operation to implement that theory, 
to have gone still further and won 
acceptance for those proposals by 
persuasion, first among officials and 
politicians at home and then in a wide 
international arena, was surely an 
accomplishment for which it would be 
difficult to find a parallel. The com- 
bination of the purely scientific apt- 
itude for intellectual construction 
with a keen sense of realities and power 
of adapting theory to practice, and 
the combination of these again with 
persuasive and diplomatic faculties, 
were surely unique ”. 


Exhausting Loan Negotiation 


The negotiations for the American 
loan to Britain, which he considered 
a vital necessity, put a tremendous 
strain on Keynes and almost exhausted 
him. From the outset it was made 
plain that, as a prerequisite of 
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assistance, there must be some area of 
understanding about policy. 

“There were three main heads. 
Sterling balances (viz. the vast accum- 
ulation of war-time debts by Britain 
to Allies and neutrals) must somehow 
be segregated, so that American 
assistance could be used to meet the 
genuine current needs of Britain, 
and not to pay off old debts. There 
was every prospect that the United 
States would wipe out all claims under 
Lend-Lease, and it was not fair that 
she should now be asked to make re- 
trospective payments, directly or in- 
directly, to other United Nations for 
their previous contributions to the 
good cause, 

“Secondly, there must be an 
arrangement for making sterling con- 
vertible in due course. It was the 
American opinion that sterling con- 
vertibility would be one of the prin- 
cipal foundation stones of world re- 
construction. It was a wise opinion. 

“Thirdly, there was the old quest- 
ion of commercial policy and non- 
discrimination. The State Depart- 
ment would undoubtedly remain ad- 
amant. It is fair to say that this was 
not merely a selfish interest, but a 
genuine conviction that health could 
not be restored if the nations tied 
themselves up in bi-lateral deals, and 
that bilateralism tended to make econ- 
omics the servant of power politics. 
A major war objective in the American 
mind had always been to eradicate 
the Schacht system ; it would not do 
for Britain to rise like a phoenix out 
of its ashes and apply it on an even 
more far-reaching scale.” 

Keynes’s plan was to ask for £1,500 
millions as a free gift, or failing that, 
as an interest-free loan. His brief 
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was most carefully prepared. He 
argued the British case for three days 
with an eloquence and clarity which 
impressed the American officials. So 
far as they were concerned, they were 
willing to be as generous as possible, 
but all the time they were faced with 
the difficulty : How can we persuade 
Congress to grant ? 

The outcome was a disappointment 
to Keynes and to most people at home. 
On his return to England Keynes was 
appalled at the misunderstandings 
that were rife. However his speech 
in the House of Lords made a pro- 
found impression. In Mr. Harrod’s 
opinion the verdict of history is 
likely to be that the best was done that 
could have been done with the know- 
ledge then available and in the atmos- 
phere then prevailing. 

The last chapter of the book is, in 
the main, an assessment of Lord 
Keynes’s qualities. 


A Prophet 


“As an economist he sought to 
bring about the well-being of mankind 
in the abstract ; as a man he craved 
for the well-being of those with whom 
he had contact. Thus his work was 
infused with a spirit of warm feeling 
towards all whom he taught or strove 
to persuade. It was this quality of 
love which may entitle us to raise him 
above the status of wise man and rank 
him as a prophet in our modern age. 
He put his hand on your shoulder 
and opened the book of life before 
you ; with his delicate finger he traced 
its story ; his delight in it was infect- 
ious, and his vision became your 
vision.” 


G.B. 
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NINETY-THIRD REPORT OF THE COMMISSIONERS OF H.M. INLAND REV- 
ENUE FOR YEAR ENDED MARCH, 31 1950 


H.M. Stationery Office, January 1951 


This report follows with commendable 
speed the report for the previous year, 
published last October. With the ex- 
ception of the income-distribution tables, 
which are not yet ready (some of which 
appeared for the first time in the last report) 
it contains the usual range of statistics, 
including a detailed table on trading profits, 
by region and percentage distribution of 


trading profits, by status of concern and 
amount of profit for 1948/9, and a table 
showing the classification of incomes sub- 
ject to sur-tax. For the first time a list of 
extra-statutory concessions given in the 
administration of the Inland Revenue 
duties is published as an appendix to the 
report. 
M.G. 


A RECONSTRUCTION OF ECONOMICS 
by Kenneth E. Boulding, John Wiley & Soms., Inc., New York, and Chapman & Hall, Ltd., 


London, 4.50 dollars ; 


Professor Boulding (University of Mich- 
igan) believes that a new approach to 
economics is necessary in order to employ 
a more accurate conception of the firm and 
to get rid of certain defects in Keynesian 
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economics, although he declares himself 
as broadly a Keynsian economist. The 
foundation of the rebuilding is the balance 
sheet instead of the income account. This 
is an important contribution to higher 
theory. 


STATISTICAL DECISION FUNCTIONS © 
By Abraham Wald, Publishers as above, 5 dollars ; 40/- 


STATISTICAL INFERENCE IN DYNAMIC ECONOMIC MODELS 
Edited by Tjalling C. Koopmans, Publishers as above, 6 dollars ; 48 |- 


Both are highly theoretical works whose scope is indicated by their titles. 


WAGE DETERMINATION UNDER TRADE UNIONS 
By John T. Dunlop, Basil Blackwell, Oxford 20 |/- 


Nothing could be more to the point 
today than intensive research into the 
matter of wages, and that is the business of 
this book, which although mainly con- 
ceined with the impact of trade unions 
permits itself a wider range. A flat denial 
in the preface that wage determination is 
essentially a political process is salutary. 


The author (Harvard University) re- 
moves the study from the political arena to 
the economist’s laboratory, yet never allows 
himself to forget reality. The result 
is a book of considerable theoretical im- 
portance, but also of great practical value, 
which happens to be extremely readable 
and profitable to the non-specialist, 


THE WORLD REBUILT 
by Peter Howard, Blandford Press, London, 2 /6 


This book describes the progress of the 
Moral Rearmament movement. The pur- 
pose of the movement has been to develop 
an alternative ideology to Marxist mater- 
ialism, sufficiently strong to unite the 
democratic world in answer to the Marxist 
challange. Thirty thousand delegates 
from 103 countries have attended assem- 
blies at Caux in Switzerland during the 
last five years. They include ten Prime 
Ministers and ninety-three Cabinet Min- 
isters. Fourteen Senators and twenty- 
three members of the House of Repres- 
entatives have been among the delegations 
from the Parliaments of the world which 
have been to Caux, It is claimed that the 


movement has had considerable success, 
not only in combating the spread of 
Communism, but in converting a large 
number of convinced communists to a new 
ideology which supersedes the class war. 
Not only is it exercising an important 
influence on workers in docks, mines and 
factories, but it has become a new factor 
in management, especially in the improve- 
ment of industrial relations. These claims 
are supported by typical examples frorn all 
parts of the world, described in detail 
and documented. The record is im- 
pressive. Clearly Moral Rearmament is a 
new factor of real importance in the moral, 
political and economic spheres. 
G.B. 
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Worth Reading 


The Fuel Crisis. Joan Mitcuett. Socialist Commentary, London, February 1951. 
Behind the emergency are wasteful use of coal, 21,000 fewer miners than a year ago, 
higher standard of living under full-employment conditions. 

Schedule of Par Values. International Monetary Fund, Washington, December 4 1950. 
Par values established under Fund Agreement, but no reference to multiple 
rates maintained by some members. (Twelfth issue). 

Post-War Production for Export (Sweden). Einar DAHLGREN. Quarterly Review 
of Skandinaviska Banken, Stockholm, January 1951. The author is an official of the 
Swedish Board of Trade. 

Commodity Supply Problems. Heintz HeyMaNnn. Quarterly Review of Skandin- 
avska Banken, Stockholm. ‘The political character of present demand, not private 
speculation, is major cause of present high prices. Part of remedy is international 
agreement to limit competitive stockpiling of governments. 

National and International Measures for Full Employment. F. A. Luwuvz. 
Bancaria, Rome, November 1950. A searching criticism, by the Professor of Economics 
at Princeton University, of the report of U.N. experts on Full Employment. 

Full Employment Policies. Sitvio Baccut ANprREOLI. Bancaria, Rome, November 
1950. This also is an appraisal of the U.N. experts’ report. 

The National Income and Industrial Structure in Japan. Yuzo YAMANDA. Annals 
of Hitotsubashi Academy, Tokyo, October 1950. ‘This is the first number of a new 
twice-yearly magazine in English issued by the Hitotsubashi University, and it contains 
five other articles analysing the post-war economy of Japan. Other articles are 
The Value-Added Tax in Japan (Hanya Ito) ; The Income Tax Burden—A Jap- 
anese Experiment (Chotaro Takahashi) ; The Banking System in Japan and 
its Problems (Shigeru Yamaguchi). 

Oils and Fats Statistics, Contributed by The Economics and Statistics Department of 
Lever Bros. and Unilever Ltd., Journal of Royal Statistical Society, Volume CXIII, 
Part III, 1950. 

The Housing Statistics of Great Britain. Marian Bow.ey. Journal of Royal 
Statistical Society, Volume CXIII, Part I11, 1950. Both articles are concerned with 
sources of statistics, with expert commentaries. 

Cost of Labour Turnover. H. J. Furness, F.c.w.a., Institute of Cost and Works Accoun- 
tants, London, January 1, 1951. A systematic study of Ministry of Labour returns 
for two years discloses a heavy burden on British industry. The paper was one of 
several studies presented at a recent conference of the Institute. 

Norway’s Need of U.K. Capital Goods, Textiles and Consumer Goods by Commer- 
cial Counsellor, British Embassy, Oslo, Board of Trade Journal, London, February, 1951. 

Texas, Land of Opportunity by Commercial Counsellor, British Embassy, Washington, 
Board of Trade Journal, London, February 3, 1951. 

Housing Finance and Debts. T. L. Poynton, Local Government Finance, London, 
February 1951. ‘The author is Borough Treasurer, Blackpool. His article is mainly 
a scissors-and-paste job on published material, but a lot of material is here brought 
under control. 

Structural Changes in Finland’s Foreign Trade. Paxror. A. E. Tupger, Monthly 
Bulletin, Bank of Finland, Helsinki, December 1950. The author is head of the Bank 
of Finland Institute for Economic Research. 

The Kiewa Hydro-Electric Project, Monthly Summary, National Bank of Austr- 
alia Ltd., Melbourne, January 15, 1951. Details of a project which aims at producing 
one quarter of the total of the inter-connected power generating capacity of Victoria 
by 1956. 

The Advent of Academic Economics in England by S. G. CueckLanp, Man- 
chester School, January 1951. A thread through history that leads through interesting, 
and often amusing paths, and recalling the considerable struggle of the early 
economists to get themselves accepted as honourable men engaged in a respectable 
task. 
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